
January II, 2010

VIA FLFCTRONIC FILIV(;

gegn~ It. .t'ekan

CcuuueE +GAS

jiielsonia. ,regstaff. sc.gov

Mr. Charles L.A. Terreni
Chief Clerl i'Administrator

South Carolina Public Service Commission
10l Executive Center Drive
Columbia. South Carolina 29210

Re: Application of Duke Energy Carolinas, LLC for Authority to Adjust and Increase Its
Electric Rates and Charges
Docket No. 2009-226-F,

Dear Mr. Terreni:

The attached I'roposcd Order is subtnittcd on behalf of all patties to the settlement
agreement lilcd with the Commission in this matter on November 24, 2009. This includes the
South Carolina Oflice ol Regulatory Staff, Duke Fncrgy Carolinas, The South Carolina Fnergy
Users Committcc, and the environmental groups ivhich have been referred to in prior pleadings and
correspondcncc as the "Fnvironmental Intervenors. " I'lease note that the Fnvironmental Intervenors
join in submission of this Proposed Order onlv with respect to those portions related to Duke
L'nergy Carolinas' modified save-a-watt proposal (findings and conclusions 22-25 and evidence in

support thereofj, and by joining in this submission take no position with regard to the remainder of
the Proposed Order.

Please do not hesitate to contact me if you have any questions in regards to thc attached
Proposed Order.

cc: Parties of Record

'v er& truly yo urs,

, iJ„;r',l„-
Jef rW; M. N«lson

, gi;



BFFORE

TI IK PUBLIC SKRVICE COMMISSION OF

SOUTH CAROLINA

DOCKET NO. 2009-226-K

Irl Ie:
Application of Duke Fnerg&y Carolinas. I.I ('
For Authority to Adjust and Increase Its I-lectric
Rates and Charges

)

) ORDER APPROYIN("
) SETTLEMKVi T AGREEMENT
) AVD IVCRFASF. IN RA I I'.S AVD
I CHARGES
)

I his rnatter comes before the Public Service ('ontmission ot South Carolina

(-Commission" ) on the Application of Duke I'.nergy Carolinas. I LC (-Duke Fnergy Carolinas-

or Company" ) tiled .Iuly 27. 2009. (-Application') requesting& authority to adjust and increase

its electric rates. charg&es& and tariffs. and to approve the proposed mechanism to compensate the

( ompany tor the energy efliciency programs approved in Docket No. 200')-166-1-:. Order No.

2009-336. I hc Application gas filed pursuant to S.('. (.'odc Ann. ssss 58-27-820 and 58-27 870

(Supp. 200')) and 26 S.('. ('odc Ann. Regs. 103-303 and 103-823 (Supp. 2009).

On July 27 2009. the ('ompany also filed the direct testimony and exhibits of Brett C.

('arter. President of Duke I:.ncrgy ('arolinas: James L. l urner. Group Fxccutivc of Duke L'nergy

('orporation (-Duke I.:nergy"). the parent cr!rporation of Duke Energy Carolinas. President and

Chiel Operating Ofhcer of l)uke Lnergy&s U.S. I ranchised Electric and Gas Business. and an

oflicer and director of Duke Energy Carolinas; Dhiaa 'r&L Jamil. (Jroup Executive and Chief

(ieneration Oflicer of Duke Energy and Chief Nuclear Ottrcer of Duke Fnergy Carolinas;

Stephen G. Dc May, Senior Vice President. I reasurer and Chief Risk Ofticer of Duke Lnergy:

Steven M. Fetter. President of Regulation UnFettered: .lames LL Vander teide Research

I'rofcssor of I-'inancc and Lconomics at Duke University's Fuqua School of Business and
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President of Financial Strategy Associates; J. Danny Wiles, Vice President of Franchised Electric

and Gas Accounting for Duke Energy; John J. Spanos, Vice President of the Valuation and Rate

Division of Gannett Fleming, Inc. ; Phillip O. Stillman, General Manager of Regulatory

Accounting and Planning for Duke Energy Business Scrviccs, LLC; Jane L. McManeus,

Director. Rates for Duke Energy Carolinas; Carol E. Shrum, Vice President. Rates for Duke

Energy. Carolinas; Jeffrey R. Bailey, Director, Pricing and Analysis for Duke Energy Carolinas;

Raiford L. Smith, Director, Strategy. and Collaboration for Duke Energy Business Services LLC,

a service company affiliate of Duke Energy Carolinas; and Richard G. Stevie. Managing

Director of Customer Market Analytics for Duke Energy Business Services, LLC., a wholly-

owned service company subsidiary of Duke Energy. The Company filed supplemental direct

testimony for Company witnesses Bailey. McManeus, Shrum, and Turner on September 25,

2009.

The Company's electric rates and charges, excluding riders and changes in the fuel cost

component, were last approved by the Commission in Docket No. 91-216-E, Order Approving

Rate Increase, tVo. N-I022, dated November 18, 1991; and Order Approving Rale Schedules,

No. 9I-I08I, dated December 4, 1991. In the Application, the Company requested that the

Commission approve a return on common equity ('ROE") of 12.3%. As a rate mitigation

measure, the Company proposed that the revenue requirement and resulting rates be calculated

using a lower ROE of 11.5%.

On July 30, 2009. the Commission's Docketing Department instructed the Company to

publish a Notice of Filing and IIearing in newspapers of general circulation in the areas affcctcd

by the Company's Application by August 14, 2009. The Notice of Filing and Hearing indicated

the nature of the Company's Application and advised those desiring to participate in the
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proceeding scheduled to begin November 30, 2009, of the manner and time in which to file

appropriate pleadings. The Company was also required to notify directly all customers affected

by the proposed rates and charges. On August 21, 2009 the Company filed affidavits with the

Commission demonstrating that the Notice was duly published in accordance v'ith the Docketing

Department's instructions. Pursuant to Commission Directive, Order No. 2009-725, the

Docketing Department scheduled public hearings in Greenville, Greenwood, and Spartanburg

Counties and directed the Company to publish Notices of Public Hearings in newspapers of

general circulation in the areas affected. On November 4, 2009, and November 13, 2009, the

Company filed affidavits demonstrating that these Notices of Public Hearings were duly

published in accordance with the Docketing Departinent's instructions. Duke Energy Carolinas

also provided telephone notice of the public hearings to its customers using the Company's

automated dialing system during the first two weeks ofNovember.

The South Carolina Energy Users Committee ("SCFUC") represented by Scott Elliott.

Esquire, filed a petition to intervene on August 6, 2009. Southern Alliance for Clean Energy, the

Southern Environmental Law Center, the Natural Resources Defense Council, Environmental

Defense Fund, and the South Carolina Coastal Conservation League (collectively referred to as

the "Fnvironmental Intervenors") represented by J. Blanding Holman, IV. Esquire and Gudrun

Elise Thompson. Esquire, admitted pro hac vice, filed their petition to intervene on September

25, 2009. The South Carolina Green Party ('Green Party" ) represented by Rolf M. Baghdady,

Esquire filed a petition to intervene on October 1, 2009. 'Ihe Office of Regulatory Staff

('ORS"), automatically a party pursuant to S.C. Code Ann. ) 58-4-10(B)(Supp. 2009), was

represented by Jeffrey M. Nelson. Esquire; Shannon Bowyer Hudson, Esquire: and Shealy

Boland Reibold, Esquire. Duke Energy Carolinas was represented by Catherine E. Heigel,
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I.squire, I.ara Simm&&ns Nich&&ls, Fsquire, admitted pro hnc &'i&'», I r;ink R. I;llcrb«, III. Lsquirc;

arid Hurl&lie D. Sll«'lly, Lsqftllr&n ( &&ll«ctlc«ly, SCrl. (., Ill&.' I '. &&x'I &&&I»laerltal Intel ectiors. th«( il«cll

I'any. ORS and Duke 1&n«rg) ('arolinas irr«rcf«rred to tis "the I'arties" or irieli& id»ally as a

"P;lit).'

Oil Nox'ci»bcr 2, 200'), ORS fil«d th«direct t«stir»ony and c&&hibits of' Dou las I L

(';irlislc, Jr. , Vh. D. , I'conomist; M. Anthony .lani«s, Associate Vrogr;ir» Manager in the I.l«ctric

l)«par&ment; Sharon (&. .icott, Senior Manager for Rtitc (';iscs; and A. Randy X%'r&tts, Prograrii

Manag&. 'r in thc I.l 'ctric D&.'partnient. Sf'rl I(: filed &lie direct t&.stimony rind exhibits ol'lxcx iri 9'.

O'Dormcll, I'r«sid«nt &&I' Noxa I.nergy ('&&nsultrints. Inc. and on Noser»bcr J. 200') tire (irecn

1',irt) filed the dir«ct testimony of (irc& g .Iocoy, co-ch;iir of th«(Jr«en I'arty. On Noser»hcr (i,

200'). direct testirnon) and «xhihits related to L)uk«Energy ('trrofina's modified sac«-a-xvatt

progrirn x&as tiled by ORS Witness Ixexin Cooncy, 6'hicf Haec»tice Of'tlc«i' of S&iriirllit Hlu&.

('onsulting, LLC.', and thc L&nx'irorrmentaf Int«ru«n&&rx' Vritncss John D, &» ilson, Direct&&r &&I'

Research for the Southern Alliance I'or C'le;in I.n«rgy ("SA(:I',"). On Noxcmbcr 16. 200&), the

('ompany fil«d th«rebuttal t«stirnony and exhibits of x&rtncsscs Ha&Icy, Dc May, Mck'fair«us,

Shrum, Smith. Stillman, I»I'tier', and Xrarrdcr &J&teide. Surrcb&rtt;rf testimony xmas tiled by OR.'i

xcl tries)cs Jrlrllcs arid Scon oil No«et)lbcr' 3, 00 ).

On No&ember 24, 200'), (JRS, on behalf'of'all Parti«s except thc (:irccn Varty ("Scttlin

Parties"), tiled an Fxpfanatory Hricl and Joint Motion I'&&r Approxal of' Vrirtial Scttlcmcrit and

Adoption &&t Settler»«lit Agi'&'cillcrlt ("Scttfcmcnt"). 'I h«Settlement Agr«cmcnt 'md Attachrnerits

I he I'arries ro the Setrlemenr Agreement hase resoi& ed ali issue~.
I h&. Foul&on&1&el&ral Il&ler& coors foll&ed rhe Seal«In«&&r Agl'&enu:nr roi' rhe pu& pose ot el&de&rs&ng and supporting Duke

Energ) Oarolinas' mudif&ed sa&e-a-&&art program. The Env&ronmenra) Inrer&enors took no pos&rion in &his

proeeedmg «&rh regard ro the remair»n terms op&he Settlement Agreement
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A and B are attached as Order Exhibit I and incorporated by refcrcncc. Scttlemcnt Attachment A

reflects thc Company's operating cxpericncc, accounting adjustments and the increase in annual

rcvcnues lrom base rates of $74, 125,000. Settlemcnt Attachment B shows thc allocation by

customer class of the incrcasc in revenues. Duke Energy Carolinas filed scttlcmcnt testimony

and exhibits of witnesses Turner, Shrum. Hailcy, McManeus, Smith, and Stcvic. SCI'UC filed

the scttlcment testimony and exhibits of Edward G. Cochrane, Vice President and Corporate

Secretary of Mount Vernon Mills and Chairman of the SCEUC.

I'ublic hearings werc held on November 19, 2009, in Greenwood; November 23, 2009, in

Grccnville; and November 24, 2009, in Spartanburg. Duke I'nergy Carolinas filed a response to

certain testimony provided by members of thc public during the night hearings on Dcccmber 9,

2009.

Thc Commission conducted an evidentiary hearing on this matter from Novcmbcr 30,

2009 through Deccmbcr 2, 2009 in the hearing room of the Commission with thc Honorable

Elizabeth H. I'lcming presiding. At the outset of the hearing, counsel for thc Settling I'arties

described thc partial settlement. 'Ihe Scttlcment vvas accepted into the record as composite

I learing Exhibit 1. The Settlement Agrccmcnt is attached as Order I 'xhibit No. I and

incorporated by rcfcrcncc.

Public Witness John Wiebel appeared and testified. Duke I.nergy Carolinas witnesses

Turner, Carter, Jamil, DeMay, Fetter, Vandcr Weidc, Wiles, Spanos, Stillman, Shrum, 13aifcy,

McManeus, Smith and Stevi»; ORS witnesses Carlisle, James, Scott and Cooney; SCEUC

witnesses O'Donnell and Cochrane; Environmental Intcrvenors' witness Wilson; and Green

Party witness Jocoy also appeared, gave summaries of their testimonies and answered questions

from the Commission.
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Duke Energy Carolinas witness Turner provided an overview of the reasons for thc

Company's request for a rate increase and an overview of the Settlement. Company witness

Stephen G. Dc May addressed credit quality, the Company's capital structure and cost of debt,

thc Company's credit ratings, the forecast of the Company's capital nccds and Duke Energy

Carolinas' financial objectives. Dhiaa M. Jamil described the Company's operations and capital

additions since thc last rate case, and discussed key drivers impacting operations and

maintenance costs for nuclear and fossil-hydro operations.

The hearing reconvened on December 1, 2009, with Brett C. Carter testifying about Duke

Energy Carolinas' operations, customer service and rate issues from a policy basis. Company

witness Fetter discussed the perspective of investors with respect to credit ratings. regulatory

environment, and ROE for Duke Fnergy Carolinas in the context of the current rate case. Dr.

James Vander Weide presented his independent analysis of a fair ROE that would allow Duke

Energy Carolinas to attract capital on reasonable terms. J. Danny Wiles discussed the financial

position and results of Duke Energy Carolinas' operations for the test period ending December

31. 2008. Company witness Turner returned to the witness stand to answer questions raised by

the Commission concerning a trade publication op-ed authored by Duke Energy Chief Executive

Officer James E. Rogers. Company witnesses Stillman, McManeus, and Shrum tcstificd as a

panel on accounting issues and the base fuel factor.

SCEUC witness Cochranc testified in support of the Settlement and stated that the terms

of the Agrccment would provide a much needed reprieve to South Carolina industries which are

struggling in thc current economic recession. Company witness Spanos then prcscntcd his

independent analysis of thc depreciation study hc conducted for Duke Energy Carolinas. Jeffrey

R. Bailey discussed the Company's proposed rate design and charges. Company witness Bailey
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also testified in support of the settlement in regard to customer rate impacts and rate design

issues. SCEUC v«itness O'Donnell testified about the return on equity, capital structure and rate

design.

ORS then presented its ivitnesses. Sharon Scott's testimony explained the findings and

recommendations as reflected in the ORS Audit Exhibits resulting from ORS's examination of

Dul. e Energy Carolinas' Application. ORS ivitness Dr. Douglas Carlisle testified regarding his

study and analysis of markets. economic conditions, and the Company's capital structure and

recommended a ROE for the Company. Anthony James provided a summary of his ovvn

testimony and additionally adopted the testimony of ORS ivitness Randy %'atts. Mr. James

summarized the ORS Electric Department's examination ol the Company's Application.

The hearing on December 2, 2009. dealt vvith the Company's modified save-a-ivatt

proposal. Company witness Raiford L. Smith described the modified save-a-ivatt incentive

mechanism. the opt-out proposal and net energy efficiency programs. His settlement testimony

addressed certain changes to the modified save-a-ivatt resulting from the Settlement. Jane L.

McManeus's testimony supported the approval of a rider ("Rider EE") designed to collect

sufficient revenues to cover the Company's energy efficiency and demand-side management

program costs. lost revenues, and an incentive. including the program costs deferred pursuant to

Order No. 2009-336 in Docket No. 2009-166-E. Richard G. Stevie, Ph. D. explained the

DSMoreC model used to evaluate the Company's energy efficiency and demand-side

management programs. His settleinent testimony explained the revised values for the

PoiverShare demand-side management program and the agreement concerning independent

oversight of the modified save-a-v, 'att mechanism by a third party consultant hired by ORS. The

Environmental Intervenors' %'itness John V'ilson explained ivhy the Environmental Intervenors



I)OCTAL&T NO. 2000-22'&-I=, ORDI=R NO.
Ji&UUiU v, 010
I'

& &e &I oi I&2

support the niodilied»;iv»-&I-v'litt propos&il. OILS V&'Itness C:ooney present»d his rcviev &md

&inalvlii!i ol th» pn&pos»d !itive-a-v&'att Irlechtlill»111.

As recto»»ted by the C'.ommis»ion, I)uk» I'.ncrgy C.'an&linas filed live late-filed hearing

exhibits on L)eccinber 11, 2009 relating to»alaries, r»li;ibility stilndards, L.L'I data by cu»tomcr

chiss, additional informatioii or& average rate imp;icts of thc Scttlcment Agreement by customer

cl;I'.is. rind illcollle tax Inlornlation. 'I'he Parties li led proposed ord»rs and legal bricl'» on Ilmuary

II, 2010.

FINDINC'S OF FAC I' AND CONCLIJSIOVS OF LA&&V

Based upon the Application, the Settlement Agreement. the testimony, and»xhibits

received into el idence at the hearing and the entire record of these proceedings, the Commission

mal'es the foIIovi ing findings of fact and conclusions of lalv:

A. ,II.IR IS DICTIOV

1. L)uke Fncrgy C';irolina» is a limit»d li;ibility company duly organized and existing

under the lalvs of the St;ite of Niorth C.'iirolin;i. It is;I public utility under the lapis ol thc State of

South (.
'
Irolina and is subject to the jurisdiction of this C'ommission pursuant to S.C.". C:od» Ann.

»s 511- &-I-'IO(A1(Supp. &009). I he C:ompany i» engaged in the business of generating, tran»mitting.

distributing, and»elling electric polver to the public in &~»stern South C:arolina and a bro;id area

ol centi al ill ld lv»stern North C.''irolina. L)ul e Bnergy Carolinas is a vvholly-o&vn»d»ub»ii]iar) of

L)ul e L:.nergy. botli ha&ing their oflices and principal places of business in I'hiulotte. North

Carolina.
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1he C.'oininission has jurisdiction &iv»r the r;ites;uid «harg»». r;it» sch»dul»s.

classilications, and pr;ictices ol' public utilities operiiting in South C arolina, including Duke

I.llcigy' ( iin&lilliis. iis g»ii&.'i&illy provided in S.('. C'ode Ann. ssss '&8-27-10, ei .9&&&&. (I')7(& k. Supp.

200')1.

3. Duke Ener& ) Ear&ilir&as i» la&i fully b»for» th» (.'ommission based upon its

Application for a gericral increase in its retail rate~ pursuant to S.CE C.'od» Ann. sais 5)(-27-820 and

s)&-27-870. &utd 2(& S.C'. C.'ode Ann. Regs. 103-303 and 103-)(23.

'I he appropriate test period l&ir usc in this proceeding is the 12 months ended

I)ec«mh»r 31, 2008.

8. SETTLEMENT

I )ul «F ncrgy C'arol&&tas, bv its Appl iciitioii imd initi'il dir»ct testimony and

eshibits. &&ri inally sought;iri ir&crc;is»»f 513".') million in its annu;il electric s;il«s r»venues fr&!m

its South C'arolina ret;iil electnc opiriitioils. I lic ( oilip&llly le&]uested;in I I.s", 'o ROI ivhile

supporting a I".3"o R()F.. ()n Septeniber 2s. 200'), th» C'ompany filed supplimintiil direct

tcstimon) and exhibits rei'ising the hiise I'uel I;ictor to conform to the fuel rates iippn&i»d by th»

C'ommission in Docl et Uo. 000-3-E. ()rder U&&&. 2000-69s, and to present;&dditioniil;idjustmcnts

to its cost o(s»rvic».

6. Duk» I'. t&erg) ('iirolittas subiiiittcd evideiicc in thi» c;isi vvitll respect to rciet&u»,

»sp»ns»s;ind rate b ise using ii test period consisting of tli» I m&&nths cnilcd D»cr. mber 31, 008.

'I h» S»ttlem»nt is biised upon the sam» t»st p»rind.

7. ()n November 24, 00'). ()RS. on hch;ill of tlie Settling p&irties, (&lcd;in

Iispliu&ator) 1)ricf and .(oint I&, 1otion f&&r Appr&ii al ol P&irti;il S»ttl»ment and Adopti&&ri &&I'
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Settleinent Agreement. The Settlement Agreement comprehensively resolved all issues in this

procccding among all of the Settling Partie». i

8. The Settlement Agreement adopts all accounting and pro forma adjustments

appcndcd to thc Scttlemcnt Agreement as Attachment A. Thc Commission finds and concludes

that the accounting recommendations agreed upon in the Settlement Agreement are just and

rea»onablc to all parties in light of all the evidence prcscntcd.

9. Ilic Commission, having carefully reviewed the Settlement Agreement and all of

thc evidence ol record, Imds and concludes that the provisions of the Settlement Agreement are

just and reasonable to all parties. are in the public interest, and should be approved in their

entirety. The specilic terms of thc Scttlcmcnt Agrccmcnt are addressed in the following 1inding»

of fact and conclusions.

(a) Return on Equity

10. The Settleinent Agrccmcnt provides for base rates to generate a revenue increase

of $74, 12S,000 from the Company's South Carolina retail electric operations on a test year basis

adjusted to reflect thc accounting adjustmcnts reflecte in Attachment A of the Settlement

Agrecmcnt. Thc Scttlcmcnt Agreemcnt also provides that rates to rcflcct thi» electric rcvcmie

increase would be calculated based on a 10.7'/o IK)L'. In recognition of the Company'» base li&ad

plans and its current cost of equity, the Settlement Agreement provides that thc Company should

be alliiwed a ROfi ol 11'.o. Thc Commission has rcvicwcd the Settlement Agreement's

provisions for an annual clcctric sales revenue increase of $74, 1'25,000, and Iind» and concludes
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that thi» incrcasc in thc level of hase rates to bc paid by Duke I'ncrgy Carolinas' South Carolina

retail customers calculated on a 10.7% R&DI. is just and reasonable, The Commission further

f&nds and concludes that the evidence in the record &&I this proceeding supports thc cstablishmcnt

o('an ROI, &&I 11% for Duke l,nergy Carolinas.

(b) Suhse&fuent Rate Increase Re&fuests

11. The Settlement Agreement provides that Duke Energy Carolinas shall not seek an

increase in its non-I'uel hase rates and charges prior to June 2011, and that in any case no

increase in non-f'uel base rates shall or max' be billed to its ratepavers until the Company's ttrst

billing& cycle in 201'2. 'I he Commission ftnds and concludes that this prox:ision of the Settlement

Agreement is just and reasonable to all parties and is supported by substantial &.'vidcnce in the

record.

(e) Riders and Accounting Adjustments

I". Iteturn ofl), if&&1 Balance. Dr&ter Ixo. ')1-10 in Docks( Vo. 91-alt&-I' approved a

dcf'erred accounting process tor encr&'x' efftcicncx' and demand-side m;ma&'cment pro rams

(collcctixelx "DS&x;I costs" ). 'I he Scttlcmcnt Agreement proxides th'&t;& rider xxill he establisltcd

to f)oxv b;&cl' thc &&ver-collectio&1 of ftutds to thc Corltp&lnx' s Soutll C'&rolin;I custolners troln thc

demand-side m&&n«g&. n&ent dctcrral account hahmce I"DS&x,f Ixalance'). 'I he L)Sixf balance xvill be

returned ox'cr a three-x'ear period;&t approsim&&tclx' $43.s million pcr xcar or until th» L)Slxf

b;Ilru&cc is exhausted. I he ret'und slrall bc apportioned in accordance xxith the class of'cust&&mors

supplxing, revenues to Duke I.ncrgx Car«lin&&s during, thc period of th» DSIv1 pro& ran1. hl
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addition, as set forth in the direct testimony of Company witness McManeus, the initially

estimated revenue requirements for programs implemented during the period of June 1, 2009

through the effective date of new rates and charges approved pursuant to this Order and all

associated true-up amounts will be applied as an offset to the existing balance of DSM costs

owed to customers rather than billed to customers under Rider EE. '1 he Commission finds and

concludes that the provisions of the Settlement Agreement and Ms. McManeus' direct testimony

relating to the return of thc DSM balance are just and reasonable to all parties and are supported

by the evidence contained in the record in this docket.

13. Nuclear Insurance Credit. The Settlement Agreement provides that the revenue

increase is subject to a decrement rider to flow to the Company's South Carolina retail customers

$13,000,000 per year for a period of two years representing a portion of the monies previously

accumulated in the Company's nuclear insurance reserve account from insurance dividends. The

Commission finds and concludes that the decreinent rider to achieve outcome at this time is just

and reasonable to all parties and is supported by the facts in evidence in this matter.

14. Storm Reserve Fund. The Settlement Agreement provides that the Company

may include a charge per kWh in base rates to establish a Storm Reserve Fund. The charge v ill

be designed to collect approximately $5,000,000 per year based on test year sales. The amount

in the Storm Reserve Fund shall not exceed a total of $50,000,000. The Commission finds and

concludes that this provision of the Settlement Agreement is just and reasonable to all parties and

is supported by the evidence in the record of this case.

15. Fuel Stock Inventory. The Settlement Agrccmcnt provides that the revenue

increase is subject to an interim rider to defray the carrying costs of fuel-stock inventory over

target. The rider will automatically expire when coal inventories reach a full-burn 40-day supply



DOCKFT NO. 2009-226-F, ORDF R NO.
January, 2010
Page l3 of62

on a sustained basis as defined in Section B(4) of the Settlement Agreement or on April 30,

2011, whichever occurs first. The amount collected will be based on estimated monthly coal

inventory levels and will be trued-up to rcflcct actual monthly coal inventory levels. The

Commission finds and concludes that thc rider is just and reasonable to all parties and is

supported by substantial evidence in the record.

16. Pension Costs Rider. The Settlement Agreement provides for the rcinoval from

operating expenses of $3,574,000 in pension costs and the establishment of a rider to collect thc

differcncc between the pension expense amount collected in base rates and the actual expense

amount. 1 he rider is adjusted annually and subject to a true-up. Duke Energy Carolinas shall

provide a quarterly tracking report to ORS regarding Pension Fund obligation and the market

value of thc assets available to meet that obligation. lhe Pension Cost Rider will be evaluated

during Duke Energy Carolinas' next general rate case or will expire no later than three (3) years

froni the date of this Order. The Commission finds and concludes that the rider is just and

reasonable to all parties and is supported by substantial cvidencc in thc record.

17. Capacity Purchase. The Settlement Agreement removes the South Carolina

jurisdictional cost of $6,770,782 associated with the capacity purchase from Columbia Energy,

LLC from base rates and amortizcs it over a two-year period resulting in $3,385,391 being

excluded from test year expcnscs. The Commission finds this adjustment to be reasonable and in

the public interest.

18. GridSouth Adjustment. The Commission finds the Scttlemcnt Agreement's

provision allowing Duke Energy Carolinas to recover its South Carolina retail cost of $9,436,497

over five years with $1,887,299 to be included in test year expenses as fair and reasonable and in

keeping with the Commission's treatment of the GridSouth investments by South Carolina
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I.l«ctric «c alas Company f"l)CI:kCI"). The Commission finds thc C)rid, )outh investment v'as

prudently incurred, prudently abandoned, and allows Dul e I',nergy Carolinas to recover its

Itlvcstnlcl')t over it five-v«ilr per locf c)(cluchflg 'I I'cturtl on thL' tflvestlnLnt. .

(d) 1%ate Increase Allocation 4 Design

I ). I he o«ttl«III«ttt Ag&le«RIL'nl prt)vlcles th(tt thc agt'I'ccl ltpon IncrcasL ttl annual

revenues of $74k125.000, subject to the riders outlined ahov«, will initially produc&. ' a net incl'e;isc

in annual rev&.'nues of $24. 191,000 biised on the test year. The;iveragL h;is«rate change to the

v;irious custom«r «lasses is;ls follolvs: E).~% lor residential customers, ').S)% Ior getlerll service

custom«rs. ;md -0. 1 "/n I'or industrial class custo»I«rs. When the r;it«rid«rs are included in the

;il'orem«ntiotl«d changes, th» rate increise to custonters is as I'ollows: 9.2% for residential

customers, .').9% I'or gener(il s«rvicc custom«rs, and -4.9"r'a for industrial custom&. rs. W» Iind that

th&.' .)(.'Itlenlent Agl«ctttent 6 prt)posccl 1 net'O'IsL' O'Ith thc tniplenlcntallot) OI thE.' t'ld«rs Is 111 thE'

public interest, prud«nt;ind reason;tbl». Imd supported bv' substantial evid«nce in the record.

20. Settlement Agr««ment Attachment 0 sets forth th» propos«d riile it)cl'& "iscs Intel tlt«

respective rllt«s ol ret(lrtl bE cusu)mer «hiss. The C onltllissiott fttld» lmd concludes that these

proposed increases represent an appropri;ite r«duction to interclass rate suhsidi«s. 'I'he

ConInlts!Itol1 'also finds that the proposed rates &IIicl &tlloc&tlloti sct fol'th ttt Scttlcntettt A&gr«L'I)lent

Attachment H are just and reasonable and supp&&rt«d by the evidence in the record.

1. I hL' petti«ttlettt AgleenlLnt ltdoptl'd th«Conlpanv s pt'oposed rICE.' dEistgn

modit1«;ttions Evith th&.'exception of the items listed b«loEE. The ltgr««d upon modifications to

Duke Energy Carolinas' r;tte design proposals include the follow'ittg:

cl . Isat«MP will b«clos«cl iind the availability will b» modified R) permit n«A pl;mts
or loc'ttions for customers already s«ried un(ler this r;il« to be eligible for service.
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No changes will bc m ulc to distribution clvarg&cs of Rate HV-X (Renamed Rate
HV).
The Third l3loek &&I Rate I will n&&t be modified iit thi» time.
Thc inercmcnt;il demand charge of Rate Hl'-X (renamed Rate IIV in tliis case)
will not be increased.

'I bc ('ompany additionally proposed to modify its Service Rcgulatlor&s to clat'ify' illrd

acknov led&&c current practices and proposed to add a provision to its l/nderground Distribution

Inst;illation I'lan to provide an idle I'acilitics pr&&vision. Thc Commission finds and concludes

th;it thc changes to proposed rates and Service Regulation~ proposed by thc Company as

m&&di lied by thc Scttl«ment Ag&rccmcnt and ORS wit&ress Watts' testimony tire just and

rcasoniiblc and supported by substantial cvidcncc in the record.

(e) Modified Save-a-w aft Vroposal

22. 'I'he Settlerncnt Agreement pros ides for approval of a Rider FF; designed to

collect sufficient revenues to cover the Company's energy el'ticieney and demand-side

management program costs, including the program costs deferred pursutint to Order No. 2000-

3 &6 in Doel et No. 200')-166-l:, lost revenues, and an incentive.

3. Section III. paragriiphs (2) through (7), ol the Settlerncnt Ag&rcement modified the

lol low il&g provisions of the s;ive-0-wxiu prop&&sr&i:

ORS will hire an independent tliird party consultant pursuant to S.C. Cocle Ail&1.

I]51(--1-100 (Supp. 2000) to provide independent oversig&ht of the ]save-a-watt]
mechanism, and Duke Fr&erg&y Carolinas vvif1 provide certain inf'ormation as
outlined in the Settlement Agreeruerlt in Section II I. para'&raph (2).

All prog&ram costs, avoided costs and lost revenue~ associat&. d svith its
interruptible service ("IS") and standby generation ("S(3")programs ("Existing
DSlvl Programs') are excluded I'rom the Isave-;1-&vatt] program. Existing& DSM
Vro&&rarns' cost &vill be a separate component of its proposed Rider EE. I he
Settlement Ag&reement also establishes tire Iransition of South Carolina customers
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to thc Company's PowcrSharc program and its effect on the recovery of the
avoided costs.

'Ihc avoided energy and capacity costs will remain fixed until the evaluation,
mcasurcment, and verification ("EM&V') true-ups occur. If combined avoided
energy and capacity costs increase or decrease by morc than 25%, thc programs
will bc re-analyzed to determine whcthcr thc portfolio of programs should be
modified.

d. A mid-tcrm EM&V-based true-up process will occur with results to bc reflected
in Vintage Year 3 Rider EE collections. A final true-up will occur in year 6.

Qualified industrial customers may elect to opt out of thc energy efficiency
component of Rider EF. on an annual basis and inay opt out of the demand-side
management component of Rider EF. upon a onc-time election, for the four year
energy efficiency plan, made v ithin sixty days of the date of thc Commission's
Order in this docket.

f. To the cxtcnt that industrial customers opt out of the energy efficiency plan, the
forecasted retail sales and the anticipated participant rate in demand-side
management and energy eflicicncy programs wiII bc adjusted.

After careful review and consideration of the Settlement Agreemcnt's provisions, the

Commission concludes that approval of the modified save-a-watt proposal is in the public

intcrcst and that the revisions agreed to by the Settling Parties arc reasonable and prudent.

24. 1he Settlemcnt Agreement provides that rcviscd Rider FF rates for Vintage I arc

Residential

Non-residential Energy Efficiency
Non-residential Demand Side Management

0.1736 C/kWh

0.0195 C/kWh

0.0360 C/kWh

We find and conclude that the revised Rider EF rates for Vintage 1 are designed to

recover the revcnuc rcquircment in an equitable and reasonable manner, and are just and

reasonable to all parties and supported by substantial evidence contained in thc record in this

docket.

25. 'I he modified save-watt approach. as an incentive mechanism, is consistent v ith

the law and public policy of South Carolina, specifically, S.C. Code Ann. Section 58-37-20
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(Supp. 2009). We find and conclude that the modified save-a-watt proposal is just and reasonable

and pnimotes demand-side manag&cment and energy efficiency.

I lic cvidcncc in support of thc following lnidings of fact are found in thc verified

Application as amended, the Settlement Agrccment, pleadings, testimony and exhibits in this

docket, and tlie entire record in this pniceeding.

, lurisdictinn

I.X'H)FVCF. FOR FINDI1VGS AND ('OV("LL SIONS NOS. 1 THROlfGH 0

Duke Energ&y Carolinas is an electric utility subject to the jurisdiction of the Commission

pursuant to S.C. Code Ann. Sections 58-3-140(A) (Supp. 2009). South Carolina uses an historic

twelve-month test period. 26 S.C. Code Ann. Regs. 103-823(A)(3). These findings and

conclusions are informational. procedural and jurisdictional in nature and are not contcstcd by

allv partv.

'Settlement

EVIDFNCF. FOR FINDliV('S AND COVCLUSIONS NO'S. 5 THROUGH 9

'1'he C.'ommission last approied tlie (".ompany'» electric rates and tariffs. excluding riders

and chan& es in thc 1'uel cost component in Order Nos. '11-1022 and 91-1081 in Docl ct Vo. 91-

216-1-.. Order No. 91-1022 alloived Duke 1 nergy Carolinas the opportunity ni earn a rat«of

return of 1 2.2 S~/» on thc coillllioll crlulty conipi)net it ot' its South ('.;irolina retail jurisdictional rate

h;is«. The test period in that case was the twelve months ended December 31, 1990.
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On July 27. 2009. Duke Energy Carolinas filed its Application and initial direct

testimony and exhibits, seeking an increase of $132.9 million or 9.3% average increase in its

annual electric sales revenues from its South Carolina retail electric operations. After the

Commission issued Order No. 2009-695. in Docket No. 2009-3-E. Company witness McMancus

filed supplemental testimony supporting the revision to the base fuel factor to conform to the

new fuel rates.

The Settlement Agreement filed by the Parties in this docket provides for an increase of

$74.125,000 in Duke L'nergy Carolinas' annual revenues Irom kWh sales from its South Carolina

retail electric operations. llle agreed upon increase is subject to the riders outlined in the

Settlement Agreement which adjust the requested increase in annual revenues to produce a nct

increase of $24.191,000. Duke 1'nergy Carolinas submitted evidence in this case with respect to

revenue, expenses and rate base using a test period consisting of the 12 month» ended December

31.200S. I he Settlement Agreement is based upon the same test period.

Need for Rate 1ncrease

Company witnesses Turner and Carter provided testimony as to the Company's need for

a rate increase. According to Mr. Carter. the Company's financial position v'ill suffer if it

continues to serve its customers at current prices. He stated that the Company needs to maintain

sufficient cash flow and credit quality to finance necessary capital expenditures on reasonable

terms, especially during this period of economic volatility. (Tr. l'ol. 5, p.5!4).

Company witness Turner further testified that capital investments in production,

transmission and distribution assets have increased significantly since the Company's rates were

last adjusted, and that current rates are not producing sufficient revenues to allow the Company
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to meet its day to day expenses and also provide a reasonable return for Duke Energy Carolinas'

investors. (Tr. 1'ol. 4, p. 32.'). Since the 1991 general rate case, Duke Energy Carolinas has

invested approximately $12 billion in gross electric plant in service and projects an additional $2

billion by September 30, 2009. v hen coupled with Construction V ork in Progress ("CWIP").

Since 2006, the Company has incurred the follovving system-wide expenses: transmission and

distribution investments totaling approximately $1 billion; over $700 million in investments in

the Company's existing generation fleet related to upgrades, refurbishment. reliability,

environmental and other regulatory compliance and relicensing; additional near-term expected

rate base additions of approximately $1 billion; and CV'IP investments at Cliffside Unit 6 of

approximately $700 million as of year-end 2008 v;hich is expected to grov' to approximately $1

billion by the end of September 2009. (Tr. I'ol. 4, p. 32'-328).

Vritness Turner explained that vvith these investments and on-going operating expenses,

Duke Fnergy Carolinas' rates are producing an overall rate of return of 6.92'/0, and a 7.89'/0 ROE

invested in the Company —v'ell belov' the returns authorized by the Commission in the

Company's last rate case and belovv the Company's cost of capital and what is necessary to

continue to attract needed capital. (Tr. I'ol. 4, p. 328). Mr. Turner testified that this ivill be Duke

Energy Carolinas' first general rate increase since 1991 and that even vvith the requested rate

increase the Company's average South Carolina retail electric rates vvill be lov, er than they were

in 1991 on an inflation-adjusted basis. (Tr. I'ol. 0, p. 328-329).

V'itness Turner described hovv the Company is facing the need to upgrade and modernize

significant portions of its generation, transmission and distribution systems, as well as

incorporate nev' technology into its pov er systems, v hile continuing to meet Duke Energy

Carolinas customers' demand for electricity in a reliable manner. P'r. I'ol. 4, p. 330), For
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example. on average the Company's coal fleet is 53 years old, its nuclear generation system

almost 29 years old, its hydroelectric fleet approximately 80 years old. and most of thc

transmission and distribution system are over 20 years old (7'r. Vol. 4, p. 333). Accordingly. the

Compan& will need to niak» substantial capital investments going forward, to replace aging and

retired infrastructure. and to invest in new, more effltcient technologies.

Company witness Jamil testified regarding the Company's nuclear capital additions since

the 1991 rate case. Mr. Jamil testihed that on September 30, 2008, Dul e Energy Carolinas

purchased 7E96'/a of Saluda River Electric Cooperative, Inc. 's
1 "Saluda River" ) 9.375"o

ownership interest in the Catavvba Nuclear Station, providing the Company vvith approximately

7'/a addition'il oivnership. for approximately $150 million. /Tr. 1'ol. 4, 7J. 576).

Mr. Jamil testified further that in 2007 and 2008 Duke Energy Carolinas invested more

than $330 million in order to improve the performance of its nuclear facilities and to address

refurbishments necessary for license renewals by the Nuclear Regulatory Commission ("NRC")

for the Company's Oconee, McC&uire and Catavvba Nuclear Stations. He demonstrated that thc

nuclear fleet proi ides the Company 's customers isith a reliable, cost-ef'lective and emission-free

base load source of electricity, and that rcnevval of these licenses vvill alloiv customers to

continue to receive these benefits for at least another 20 years. (T'r. Vvl. 0, p. 576'-&79). '&i&&itness

Jamil stated that the Company's plans include approximately $1 billion in capital spending for

nuclear operations over the next three years. According to Mr. Jaiilil, major capital projects for

the next three years include vvork related to safety, reliability, refurbishment of aging equipment.

replacement or upgrades of obsolete equipment and upgrades and additions to plant systems

based on changing regulations and standards. (7'r. Vol. 0, p. 579-5'0).
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Witness Jamil also testified regarding the Company's fossil-hydro capital additions since

the 1991 rate case. the most significant of which is the flue gas desulfurization equipment at the

Allen Steam Station ("Allen scrubbers"). The direct capital cost associated with the Allen

scrubbers is projected to be $502.8 million. In December 2008 the Company added selective

catalytic reduction ("SCR") equipment at Marshall Unit 3 in support of various nitrogen oxide

("Nox") control requirements. The direct capital cost associated with the Marshall Unit 3 SCR

equipment through June 30, 2009 is $105 million, and the Company expects to spend an

additional $1.5 million on project close-out activities. (Tr. Vol. 4, p. 520-522).

Witness Jamil testified the Company has completed a number of environmental projects

as well as projects to improve the reliability of the Company's fossil-hydro fleet since 2007. Mr.

Jamil noted that although the Company has delayed some capital spending in light of the

financial crisis, Duke Energy Carolinas plans to invest approximately $1 billion in its fossil-

hydro plants during the period 2009-2011 in order to meet environmental compliance

requirements and to continue to provide reliable service to customers. (Tr. Vol. 4, p. 522-523).

Witness Turner testified regarding investments Duke Energy Carolinas has made during

the test period in its South Carolina electric delivery system. At the end of 1990. the Company's

original cost for its distribution and transmission plant in service was $4.3 billion. Hy the end of

2008, this plant in service had increased to $10.4 billion. According to Mr. Turner, the Company

made these investments to add capacity to meet the deinands of new and existing customers as

well as to improve the reliability and integrity of the system. I'rom January 1, 1991, through

December 31, 2008, Duke Energy Carolinas added 391 new substations; added 31.000 miles of

distribution lines; added or upgraded 272 circuit miles of transmission lines; installed 665,900

poles and added 926,000 new customers in its service territory. (Tr. Vol. 4, p. 350). Witness
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I urner testified further that th«Company has invested in reliability programs to prevent outag«s,

minimize interruptions and «xtend the life of its «quipnlent. From January I, 2009 through

September 30. 2009. Dul e I.nergy Carolinas expects to inv«st an additional $170.9 million in

reliability and capacity proiects to address the demands of existing custonters. (Tr. I.ol. -l, J&

3'(I-35jj. Ile explained that these investments are necessary to maintain th«reliability and

integrity ol the system as equipment ages and rovvth in specific g«ographic areas neccssitat«s

changes in systein conliguration.

In addition. 11r. 1 urner testilied that given the Company's obligation to retire existing

units and th» expiration of purchased povver r«soulces. Duk« I'lier'v' Care&linas must mal c

lnvestnlents ovei' the next thre« to hve years to ensure adequate resources to meet customer

demand. He explained that peopl» and businesses continue to move to thc ('arolinas, and the

Company continues to expect long-tcrm groivqh in demand despite thc current recession. C&rovvth

is expected to accelerate vvhen the economy rebounds, and resource needs are expected to

increase signilicantly over the next tvventy years. I he 2008 l)ukc I'.nergv ('arolinas Annual Plan

has identified approximately 2.690 M&&V of additional resources that are needed by 2012. By

2028. that number grovvs to 8 800 Ml&&'. (I r. I- I&l. -(. p 3=JV-34Ij.

According to vviuiess 1 urner. these resourc«needs reflec the ('ompany's commitment to

r«tire 44' lN& of Older coal units by 2012 and an additional retirement of 600 M% of older coal

units by 018. Cliffside Lnit 6 and the Buck combin«d cycle unit, vvhich are expected to be

operational by the summer of 012. «vill fulfill 1,445 'Idled of this need The Company continu«s

to evaluate the timing of the Dan River Combined ('ycle project and continues to pursue th»

dcvelopnlcnt of 'I ncxv nuclear plant, Lee Nuclear Station. (Tr. I ol -l, p 3=iIj.

According to ('ompany vvitness De May, Duke I:ner y Can&linas faces substantial capital
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needs over the next several years in order to satisfy environmental and other regulatory

requirements, refurbish, replace and upgrade aging infrastructure, construct or acquire needed

generation resources, and invest greater amounts in energy efficiency. 11e testified that the

Company's capital requirements are projected to be approximately $8.6 billion during the period

2009-2011. This amount consists principally of $8.0 billion in projected capital expenditures

and approximately $700 million in debt retirements. (Tr. Vol. 4, p. 487). The capital expenditure

budget for the current three year period exceeds by approximately $2.0 billion the level spent by

the Company in the prior three year period ending with the test period. Mr. De May clarified that

the higher level of capital expenditures reflects new generation projects and environmental

expenditures that the Company must incur to continue to provide cost-effective, safe,

environmentally compliant, and reliable service to its customers, as discussed by witnesses

Turner and Jamil. (Tr. Vol. 4, p. 488).

According to Company witness Jamil, Duke Energy Carolinas is facing increased

operation and maintenance ("O&M") expenses at the same time it is experiencing these

substantial capital needs. Witness Jamil explained that nuclear power plant operations are very

labor intensive; therefore, a significant portion of O&M costs for nuclear facilities are related to

internal and contracted labor. O&M costs will increase approximately $17 million annually as a

result of the Company's increased ownership interest in the Catawba Nuclear Station„and the

Company expects to experience continued upward pressure on these ongoing labor costs. In

addition, Duke Energy Carolinas expects labor costs to increase approximately $7 million

annually due to workforce increases necessary to comply with changes in NRC regulations. (Tr.

Vol. 4, p. 529). Duke Energy Carolinas also has spent approximately $1 million annually on

pipeline program expenses for development of its future engineering and skilled nuclear
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workforce. Additional programs are being considered for development of nuclear operators and

maintenance technicians due to the demand for skills and age demographics. (Tr. Vol. 4, p. 529).

Witness Jamil also explained the NRC fees that nuclear owners and operators pay annually will

increase in 2009. The increased NRC fees, along with increases in required Institute of Nuclear

Pov er Operations and Nuclear Energy Institute fees, will cost the Company in excess of $5

million annually. (Tr. Vrd. 4, p. 530).

Mr. Jamil testified that the Company's generation operations continue to face upward

pressure on O&M costs, including escalation of labor costs. In addition, the costs to perform

maintenance v ork necessary to address reliability and regulatory concerns are increasing due to

rising costs for materials and supplies. (Tr. I''ol. 4, p. 532).

Witness Jamil noted that Duke Energy Carolinas will incur additional O&M costs over

the next three years in order to operate and maintain the cnvironinental control equipment and

new generation resources with regard to the Company's fossil and hydro facilities. I-Ie testified

that the Company has seen rapid and substantial increases in labor, material and contract services

required for thc operation and maintenance of new and existing facilities over the last several

years. Although the recent economic downturn has moderated these increases, Mr. Jamil stated

that the Company will continue to be challenged by high costs for these products and services

driven by market demand, limited availability of commodities and skilled technical and craft

resources, in addition to inflationary pressures.

Witness Turner described v'ays the Company has worked to control its O&M costs,

including temporarily freezing the salaries of a inajority of its exempt employees and

establishing a goal to reduce O&M expenses across the Duke Energy enterprise by $100 million.

(Tr. Vol. 4, p. 335-336). According to Mr. Turner, Duke Energy Carolinas faces significant
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challenges in oper&&ting;&nd maintaining its transmission and distribution facilities despite these

and other n&casur»s because inl'r;&structure is;&ging, customers ha&» greater reliability needs, and

the reduction in energy sales and ncw customer additions since the econon&ic downturn r»suits in

lower revenues to otfsct th»s» costs. I/'r. I 'o/. -/, /6 339).

'&'&'itncss I urn»r t»stilted that since its last rate case, Duke I;nergy C'&rolinas has made

substantial capit;tl im»stm»nts in g»n»ration, environmental con&pliance, transmission. and

distribution assets that are b»ing used to provid» el»ctric utility s«rvice to its customers. A» a

consequence. Mr. I urner stat&. d that Dul c I.ncrgy C;trolinas' current rates are not pro&iding

suf'licicnt rcicnucs I'or the Company to mc»t its incr»;&sing OXM expenses and also provide its

investors xvith rc;&son&&bi» returns on their it&»»stol»nts of Itc»d»d capitt&l. (I'r. I'o/. 4, /2. 32('&').

The Settlement Pruvisiuns

9 it&1»ss f ur&1»r testified th;&t the Scttl»ment Agre»&1'Icttt I&lcd otl xiovenlbcr &-I, 200&) is

th» prod&&ct of cxtcnsii » negotiations between th» Compatty and thc, l»ttling P;trtics. (Tr. I'&&/

p 3/9) t& itness lurn»r stated tltt&t the Scaling Parties b»li»v» th» S»ttlcrnent .Ai rccntcnt

represents a j&tst;&nd rcasonabl» resolution ol' the issu»s in this case. Addition;dly. the Settling

I't&rties bell»i» various provisions of' th» Scttlen&ent arc irttcrrelatcd, and it is itnportant th&t the

Settle&1&ent Agleent»&tt b»;&cc»pted in its entirety. (Tn I'0/. 4, p. -/0(J), I hc Settl»rr&cnt Agreemcnt

pro&i&les that it is onl) binding upon thc Settling Parties if the cntir»;&gr»»ment is approved by

the Comm&ssion.

Duk» L'nerg) Carolint&s w'itness .ihrum t»stilt»d that under the Settlemcnt Agreement.

the Compan) aifl adjust its South Carolin;& retail base r;&t»s t&ttd tariffs to produce annu;&I

revenues of S71,1"~,OI)0 from its South Carolint& retail electric op»r;&tions. 'Ih» Settling Parties
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agree that these revenues v ill provide Duke I;ncrgy Carolinas the opportunity to earn an overall

rate of return ol 10.7% on a South Carolina retail jurisdictional rate base of $3,189,295,000, with

a long-term debt cost of 5.82% and a rate of return ol 11%on the common equity component of

a capital structure based on 47% long term debt and 53% member's equity. (7'r. Vol. 5, p. 887).

Ms. Shrum cxplaincd that under the Settlement Agreement, the total proposed rcvcnue

increase is subject to several riders. I'hcsc riders arc: (I) a decrement rider to return funds to

customers lor the over-collection balance in the deferral account for DSM progratns pursuant to

Order No. 91-1022, calculated to return the balance to customers over approximately three years;

(2) an increment Rider 1.1 effective February I, 2010, to compensate for the modifie save-a-

watt program to bc updated annually: (3) an increment rider for coal inventory to recover the

additional costs through April 30, 2011, of coal inventories exceeding a 40-day supply; (4) an

increment rider for pension expense to recover the actual runount of pension expense incurred for

2010 through 2012 to bc updated annually; and (5) a decrement rider to flow $13 million

annually of the nuclear insurance reserve to customers for two years. (Tr. Vol. 5, p. 887-888).

Settlement. Agreement Attachment H sets forth the proposed rcvcnue increase by

customer class as well as thc resulting rates of return.

Company witness 13ailey provided testimony supporting the customer rate impacts that

are projected to occur as a result ol the Settlement and the rate design issues agrccd to by the

Duke 1.'nergy Carolinas, SCI.'UC and ORS. Mr. Bailey explained that the Company considered

the existing rates of return among the classes, the signilicant impact thc economic recession has

had on the Company's industrial sales, and thc desire to rcducc over time the interclass subsidies

that exist in current rates. In light of these factors, the Settlcmcnt reduces the subsidy level
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provided to the residential class and provides some relief to the Company's industrial customers

relative to the overall increase. (Tr. Vol. 5, p. 1008-1009).

Mr. Bailey testified that the Settlement largely adopts thc rate design proposals discussed

in his direct testimony with the following deviations: (1) Rate MP will be closed and the

availability modified to permit only nev plants or locations for customers already served under

this rate to be eligible for service; (2) no changes will be made to the distribution charges of Rate

HP-X; and (3) the Third Block of Rate I will not be modified. P'r. Vol. 5, p. 1010).

According to Ms. Shrum, the revenue requirement in the Settlement includes a pro forma

adjustment to establish a storm reserve to be funded at an approximate level of $5 million per

year to a maximum fund level of $50 million. (Tr. Vol. 5, p. 890). Ms. Shrum stated that under

the Settlement, the terminating DSM deferral account balance rider, as adjusted for the Vintage

Year 0 revenue requirement, will be implemented over approximately a three-year period. (Tr.

Vol. 5, p. 888).

SCEUC witness Cochrane provided testimony supporting the Settlement and stated

SCEUC believes it is in the public interest. (Tr. Vol. 5, p. 918). He stated that SCEUC

understands the need for electric utilities to remain healthy; however, he expressed concern for

the manufacturing sector which needs fair rates requiring them to pay only the cost to serve

them. Mr. Cochrane further testified that manufacturers are struggling to survive and that over

the past tcn years approximately 130,000 South Carolinians have lost their manufacturing jobs.

In the increasingly competitive world in which manufacturers operate, South Carolina

manufacturers need fair rates requiring them to pay only the cost to serve them. Ile stated that the

Settlement provides a rate reprieve at a critical time in the current economic recession and will

promote job retention and economic development. (I'r. Vol. 5, p. 919).
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Mr. Cochrane testified that the proposed rate design attempts to address, but does not

totally eliminate, thc long-standing subsidy from industrial consumers to rcsidcntial consumers.

Manufacturers recognize the need to inove at a deliberate pace in eliminating the subsidy. to

avoid the possibility of rate shock to residential customers. (Tr. Vol. 5, p. 922).

ORS witnesses Scott and Jaincs indicated that ORS believes the settlement agreement is

in the public interest because it balances the concerns of the using and consuming public and the

need for economic devclopmcnt and job attraction and retention in South Carolina with the

preservation of the financial integrity of Duke Energy Carolinas. (Tr. Vvl. 5, p. 1105 rI': p. 11?1).

The proposed accounting and pro forma adjustmcnts shown on ORS Scott Exhibits SGS-I and

SGS-2 are appended to the Settleinent Agreement as Attachment A.

In regard to the accounting adjustments we note that the South Carolina Supreme Court

has concluded that adjustments to test year should bc made for any known and measureable out-

of-period changes in expenses, revenues and investments that would materially alter the rate

base. 'The object of the test year is to reflect tvpical conditions. Where an unusual situation

exists which shows that the test year figures are atypical the [Commission] should adjust the test

year data. Any other standard would negate the aspect of finality created by a test year time

limitation. " Parker v. XC. Public Service C.'omm'n, 280 S.C. 310, 312, 313 S.E.2d 290, 292

(1984).

The Commission finds and concludes that the Settlement Agreement appropriately

balances the Company's need for rate relief with the impact of such rate relief on customers.

The Commission is cognizant of thc fact that the nation is still in the midst of a recession and

that a rate increase will be difficult for customers to absorb. At thc same tiine, the Company has

made and continues to make investments in order to comply with regulatory requirements and
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provide reliable electric utility service to its customers, and the ('ompany's mtcs need to be

adjusted to rellect these investments. I'he Commissit&n agrees that the Settlement Agreement

represeitts a just and reasonable resolution of the issues in this proceeding and therefore is in the

public interest.

Substantial evidence in the record supports the provisions of the Settlement Agreement.

Accordingly, the Commission is justitted in adopting the Settlement Agrccmcnt through the

escrcise of its o&vn independent judg&&ncnt, and finding and concluding through such indcpcilclcitt

judgn&cnt that the Settlement Agreement is just and reasonable to all parties in light of all th»

evidence presented. 1'h» Comntission hereby adopts the Amended Settlement Agreement in its

entirety, and sets forth its conclusions as to the individual provisions of the Settlement

Agreentetlt It&ore fill lv bclo&v.

(a) Return on Fr uitv

I.X'II)I.NC:F. FOR FIVil)IN(; ANI) ('ON(.'I.I..ISIOiV NO. IO

1 lie Settientent Agreement provides ti&r b'ise rates to geilerate 0 revenue incrc;isc ot

$74, 12ru000 from South ('aroliiia retiiil electric operations. 'I'hc Settling& 1'arties agreed thiit thc

rates calculated to generate a $74, 125,000 revenue increase vvould b» calculated on aii ROI:. of

10.7 kn find thtit the Company be ailoxved an R()I ol'
1 I'/&& in recognition of the Company

's base

li&ad plans and its current cost of equity.

(I) (!a )ital 'Structure

Duke l.nor& v' Carolinas xvitncss Slu'um testitied thiit the, &ettlemcnt Agreement provides

the Compaity vvitli the opportunit) to c;irn;m overall rate of return ot 10.7"o on aSouth ('arolirta

retail jurisdictional rate base ol'$3. 189. ')5,000 ivith a ion«-term debt cost of 5.I( '!
& and an
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allowed rate of return of 1 LO'/o on the common equity component of a capital structure based on

47'r'o long term debt and 53 zo member s equity. (Tr. Vol. 5, p. 887).

According to the Company's Quarterly Financial Report for the Twelve Months ending

June 30, 2009, Duke 1.:ncrgy Carolinas' capital structure was approximately 45'/o long-term debt

and 55'/o equity. According to Company Witness Dc May, Duke Energy Carolinas has

consistently maintained an average equity ratio of 53/o. As of thc date of its Application, Duke

Energy Carolinas' capital structure was approximately 47.0'zo debt and 53.0'zo equity. (Tr. Vol.

4, p. 495-496)

Company witness Dc May testified that capital structure is an important component of

credit quality. He explained that equity investors provide thc foundation of a company's

capitalization by providing signilicant amounts of capital, for which an appropriate economic

return is required. Returns to equity investors are realized only after all operating expenses and

fixed payment obligations of the business have been paid. According to Mr. De May, because

these investors arc the last to receive surplus earnings and cash flows, their capital is most at risk

if the Company suffers a downturn in business or general financial conditions. This dynamic of

equity investors receiving "residual" earnings and cash flows provides debt investors a measure

of protection. Therefore, the greater thc equity component of capitalization, the safer the returns

are to debt investors, which translates into higher credit quality. (Tr. Vol. 4, p. 475).

Mr. Dc May testiticd that Duke 1.;nergy Carolinas' equity coinponcnt cnab]es it to

maintain its current credit ratings and financial strength and flexibility. Further, Duke Energy

Carolinas is in a period of significant capital investment. and the magnitude of its capital needs

dictates the need for a strong equity component of thc Company's capital structure in order to

assure access to capital funding at reasonable terms. (Tr. Vol. 4, p. 476). Lack of access to capital
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can force interruption of capital projects to the long-terin detriment o1 customers. Strong

investment-»rade credit ratings provide Duke Energy ('arolinas with greater assurance of

continued access to thc capital markets on favorable terms during periods of extreme volatility.

(Tr. I'ol. -(, p -N4)

Duke I='ncrgy ('arolinas outstanding debt is rated by Standard & Poor s ('S&P') and

Moody s Investors Service ("Moody's') Oblig&ations carrying a credit rating in the "A" category

are considered strong, investment-grade securities subject to low credit risk for the investor. S&I'

currently rates Duke I:nergy Carolinas' secured debt at "A" and its unsecured debt at 'A-."

Moody s currently rates Duke Fnergy Carolinas& secured debt at ' A2' and its unseinircd debt at

"A3." iTr. I-r&l 4. p. 4. 8-4&9). "A" rat«d debt is presumed to be somevvhat susceptible to

changes in circumstances and economic conditions: however, the debt issuer's capacity to meet

its linancial commitments i» considered strong.

S&l's current assessment of Duke I.ner«y Carolinas' business risk as "Fxcellent' and its

linancial risk as "Significant" corresponds to an expected ratin& of A-, which i» the credit rating

Duke I:ncrgy ( arolinas currently maintains at S&P. According to S&P, the expected

Debt(( apital ratio for a company with ' Significant" financial risk is 45-50!&&. Therefore, the

inverse, or common equity ratio. would be 50-55'/a. Witness l)c May testified that Moody' »

indicates that companies in the "A" rated category should exhibit DebUCapitalization ratios in

thc 35-45'!i& range. I hcrefore. the inverse. or common equity ratio. svould be 55-65"!&&. (Tr. I'ol

4, p. 4J'')(. Ihe capital structure resulting from thc Settlcmcnt is consistent with what 'S&P and

' For S&P, an "A-:"credit rating is at the higher end of the "A" credit rating category and an "A-" is at the lower
cnd of the category. Moody's credit rating assignments use the numbers "1","2",and "3"to niodify its ratings, with
thc numbers "1"and "3"analogous to a "+"and "-",respectively.
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Moody's indicate is,ippropriate Ior;i company xvith credit rating&s such as Duk» I.nergy

C. ai'ollilas currcntlx Illaiiltaills,

1 he capital structure of approximately 47"/a debt and &3'ia conlz11on e&Iulty is 'ipplopl'tate

for the C.'onipanx in this proceeding. The debt'equity ratio is consistent vxith the average the

C.'otnpan) has maintained for the last deciide. The C"ommission recog&nizes that. as discussed by

viitncss De May, a stron& equity component is a lactor in determining the C'omptuzy's credit

rating. 'I'he (.'ommission iilso recog&nizes the C'ompany 's need to raise capital friim the tcstimonx

of ivitnesses Turner and Jamil, Accordingly, the Commission finds and concludes that the

c;ipit;il structure of &17~i&& debt and '3 "z&& coilliiloil eclulty i» just and reasoniible to all parties in light

ot all thc evidence presented.

(2) Return on I: uih

In setting rates. the ('ommission must determirie a I'iiir rate ol'return th, it the utility should

b» alloived thc opportunity to eiirn;ifter recovery ol' tlie expenses ol' utility oper;itions. 'I'he leg&al

stand;irds applicablc to this determination are set I'orth in F&.&f«r&zf P&zu&zr Ckz»zrzz'zz v Hofz&.

5'&zzzzr&zf I 'z&z» t '&z, 320 t .S, 591, C&02-603 (1 944) and fffzzefief&l II'rzf&'r II'&zrks &zzz&f frnfzz&zvemeni

C'o. v. Puf&fie .'&'ervi&» I 1&mzn'n &zf II'est I izgzzzz&z, 262 D, S. 679. 692-93 (I923) These st;uidirds

acre adopted bx the South C irolinii Supreme C. 'ourt in. &'czzzffzerzz Bell Telefzfz&rn&' &C T&'. f&'g&r&zf&fz C'&z

'i' .&'
C

'
Pizf&f'zc 5ervi & e C'izzzzm 'zz& 270 S.C'. &90& 59 &-96, 2AA S.I'.2d "78, 281 (197(I).

V&&hat anriual riite vvill constitute just compensation depends upon mimy
circuinst;uic&. s, and must bc deterinined by the exercise ot a I;iir and
cnlig&htened judgment, having regard to all releviuit I;icts. A public utilitx
is entitled to such riites as ii ill permit it to earn 0 return on the value ol' the
pl'opelty »ihicll lt elliploys for tile coii reiiiellce of tile pulillc equal 10 111&it

generally heinz& rnadeat the sante time and in the same general part of the
country on iiivestments in other business undertaking ivhich are attended

by corresponding risks and uncertainties; but it has n&i constitutional right
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to profits such as are realized or anticipated in highly profitable enterprises
or speculative ventures. The return should be reasonably sufficient to
assure confidence in the financial soundness of the utility and should bc
adequate. under efficient and economical management. to maintain and
support its credit and enable it to raise the money necessary for the proper
discharge of its public duties.

Sour/~em Bell I'elephone, 270 S.C. at 595-96, 244 S.E.2d at 281 (quoting Bluefield, 262 U.S. at

692-93). These cases also establish that the process of dctcrmining rates of return requires the

exercise of informed judgment by the Commission. As the South Carolina Supreme Court has

held:

Its ratcmaking function, inorcovcr, involves the making of "pragmatic
adjustments". . . . Under the statutory standard of "just and reasonable" it is the
result reached not the method cmploycd which is controlling. . . . The ratemaking
process under the Act, i. e., the fixing of "just and reasonable" rates, involves the
balancing of the investor and the consumer interests. Thus we stated in thc
Natural Gas Pipeline Co. case that "regulation does not insure that the business
shall produce net revenues. ".. . But such considerations aside. the investor
interest has a legitimate concern with the financial integrity of the company
whose rates are being regulated. From the investor or company point of view it is
important that there be enough revcnuc not only for operating expenses but also
for the capital costs of the business. These include service on debt and dividends
on the stock. . . . By that standard the return to the equity owner should be
commensurate with returns on investments in other enterprises having
corresponding risks. That return, moreover, should be sufficient to assure
confidence in the financial integrity of the enterprise, so as to maintain its credit
and to attract capital.

Sourhern Bell Telephone, 270 S.C. at 596-97, 244 S.E. 2d at 281. These principles have been

employed by the Commission and the South Carolina Courts consistently.

The Company requested approval of a rate of return on common equity ("ROE") of

12.3% and for its rates to be set using an ROE of 11.5%. The Settlement Agreement provides

for an ROF of 11%with rates established based on a 10.7% ROE.

Company witness Vander Weide testified in support of the Company's original request as

stated in the Application. The methods for estimating thc cost of equity for Duke Energy
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Carolinas employed by Dr. Vander Weide included the Discounted Cash Flow l"DCF"), the ex

ante risk premium, the ex post risk premium, and the capital asset pricing model ('CAP-M").

Based upon his application of these models to his comparable companies, Dr. Vander Weide

testified that 1L1% is the simple average of his results from each method. (Tr. Vot. 5, li. 656-

65J3).

Witness Vander Weide's electric company group had an average capital structure

containing 37.54% debt, 0.72% preferred stock, and 6L74% common equity. Duke Energy

Carolinas' capital structure contains 47% long-term debt and 53% common equity. (Tr. 1'ol. 5, p,

639). Dr. Vander Weide explained that he adjusted the 11.1% average cost of equity for his

comparable groups by recognizing that to attract capital, Duke Energy Carolinas must have the

same weighted cost of capital as his comparable group. Dr. Vander Weide testified that his

analysis indicates that Duke Energy Carolinas would require a fair rate of return on equity equal

to 12.3~/a in order to have the same weighted average cost of capital as his comparable

companies, and that the Compan)'s required ROE is therefore 12.3%. (Tr. L:ol. 3, p. 6a9). Prior

to entering into the Settlement Agreement. the Company requested that the Connnission approve

Dr. Vandcr Wcide's recommendation of a 12.3% ROE, but that the Company's rates be set using

an 1L5% ROE in order to mitigate the impact of rate increases upon Duke Energy Carolinas'

customers during this tough economic time. (Tr. 1'ol. 4, p. 345), ORS witness Dr. Carlisle

provided testimony regarding the Company's cost of equity. He used the CAP-M. the

Comparable Earnings Method (-CEM"), and the DCF method to estimate the Company's cost of

equity capital. Dr. Carlisle recommended that rates be set an ROE of 10.7% and that an ROE of

11% should apply to any Base Load application that thc Company may file due to the higher risk

associated with Base Load Construction. (Tr. L''ol. 5, p )lid). His analysis resulted in the
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I'ollowing recommended ROEs: DCI vvas 10.46%, CAP-M vvas 10.34% and CL'M was 11.34%.

'I'hc mid-point of this range is 10.71%. (7'r. I'ot. &. p I J30).

Vritness Turrter testified that the Settlement provided for an 11% ROE for the Company

vvith new rates set on a ROI' of 10.7%. (Tr. I ot. 4, p. 400). 5'itness 'lurner indicated that the

Colrlp'lrry lras lrlride and continues to make substantial investments to comply vvith regulatory

requirentents and provide high quality «lectric service to its customers. Ile testified that Duke

Energy Carolinas needs to maintain its financial strength and credit quality to be in;i position to

finance its capital needs on reasonable terms. H« testifr«d that theSettling Parties agreed to 11%

as a just and reasonable ROE to be approved for the Company. (Tr Vot. 0, p 40(-4(J2)

SCI.I!C %%itness Kevin O'Doirnell used the Discounted Cash I'low model and tile

('omparable Earnings method in his artalysis of'an appropriate ROL' for Duke Energy Carolinas.

H;ised on the us«of these tvvo models. Mr. O'Donnell recommended to the Commission that

Duke L'nergy Carolinas be affovvcd to earn a ROI.' of ').75%. At the hearing, Mr. (FDonnell

testified in support of the the Settlement Agreement, which proposes that thc Company's electric

revenue increase be calculated based on a 10.7% R()E. In considering the appropriate ROL' for

Duke Energy ('.arolinas, the Corumission revievved the methodology and conclusions of the

vvitnesses who employed numerical models to calculate the R()E for thc Company. 'I he

Commission then considered the evidence related to market conditions and investor expectations.

I'inally, the Commission revievvcd the evidence in support ol the ROL' proposed in the

Settlement. 'I'hc (."ommission concludes tllilt the Settling Parties' recommended return on

common equity of 11% with rates set;it 10.7% is just and reasonable and in the public interest.
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(3) Rate Base and Revenue Increase

The South Carolina Supreme Court has defined rate base as "the amount of investment on

which a regulated public utility is entitled to an opportunity to earn a fair and reasonable return;

and represents the total investment in, or the fair value of, the used and useful property which it

necessarily devotes to rendering the regulated services. "Hamm v. Public Service Comm'n, 309

S.C. 282, 286, 422 S.E.2d 110, 112 (1992) (citing Southern Bell Telephone, 270 S.C. at 600. 244

S.E.2d at 283). The Commission has thc statutory authority after hearing to "ascertain and fix the

value of the whole or any part" of Duke Energy Carolinas' rate base, and may "ascertain the

value of all new construction, extensions and additions" to such property. S.C. Code Ann. ) 58-

27-1890 (Supp. 2009).

Duke Energy Carolinas. by its Application and initial direct testimony and exhibits.

originally sought an increase of $132.9 million or 9.3'10 from its South Carolina retail electric

operations. 'ihe Settlement provides for an increase of $74, 125,000 in base rates or 5.2/0

compared to adjusted test year revenues.

ORS conducted an examination of the Company's Application and supporting books

including rate base items. On the basis of this examination, hearing exhibits and testimony, the

Commission can determine and find proper balances for the components of the Company's rate

base, as well as thc propriety of related accounting adjustments. The Commission determines the

appropriate rate base, as adjusted, for the test period. This practice enhances the timeliness of thc

effect of such action and preserves the reliance on historic and verifiable accounts without

resorting to speculative or projected figures. '1 he Commission finds it reasonable to continue this

regulatory practice and uses a rate base, as adjusted, for the test period ending December 31.

2008, in this proceeding.
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ORS filed direct testimony applying several adjustments to conclude that a South

(.arolina retail electric rate base of $3, 189,295 000 was appropriate. (Zr. I vl. 5, p 7082- jfjt8&3j.

Settlemcnt Agreemcnt Attachment A shows Duke Energy Carolinas' operating experience, rate

base and rate of return for Total Company Per Hooks and South ( arolina retail operations

excluding (Ircenwood for the test year.

ORS %itncss Scott tcstified that ORS vcrified total electric North Carolina and South

('arolina —operating revenues of $5.881 779.000. total operating expenses of $4,924.644,000

and nct operating income for return of $957.135,000. Total «lectric North (:arolina and South

('arolina rate base was $11,819902,000. 5'itness Scott also explained the allocation to SC

Retail Per Books with a net operating income for return of $222.8(i0.000 and total rate base of

$2.773.482.000. resulting in a rate of return of 8.25':-'n as reflected in Ilearin- Exhibit 22. (7&(

1 t&l. 5. I&. 1(j82j. ()RS witness Scott explained ORS's proposed Accounting and I'ro Forma

Adkustmcnts w'hich were subsequently incorporated into the Settlement Agreement Attachment

A. Hearing Fxhibit 1. (Tr. I'ol. 5. p. 10M- j(jpyj.

Pursuant to the Settlement Agreement. thc Setting Parties have agreed upon the following

amounts of test year pro forma operating revenues. operating revenue deductions, and original

cost rate base (under present rates) to bc used as the basis for setting rates in this proceeding:

$1,452.4(i1.000 of operating revenues, $1.184.109.000 of operating expenses, and

$3.189295.000 of total rale base for South ('arolina excluding Greenwood. IIet&ring Evj&ihi& I,

,Se&&le»&e»&:Ig&.ee»ten&. :Ilracl»»e»&:I. As Duke I=.nergy itVitncss Shrum testified. the 'Settlement

will provid» the ('ompany with thc opportunity to earn an overall rate of return of 10.7".o on a

Thc revenue and cost ol service related to the (Jreennood County Llcctric 1'ower Commission are excluded
pursuant to S.O. (ieneral Assembl) Act 1 "93 of 1966 and l)»ke Pouer Cu e. 5.C. Public. Scn&ce C'o&n'n. 284
.i.( . st, 326 K.L'.2J 3')6 (19861
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South Carolina retail jurisdiction rate base of $3.1119,295,000 ivith a long-terna debt cost of

5.112;a and an allowed rate of return ol 11.0'z'o on the common equity component ol a capital

structure based on 47"i'o long term debt and 53'/o member'» equity. (Tr. Vol. 5, p. M,:)

Based on its conclusions as set forth in this Order, thc Commission has rcvievved the

Scttlcmcnt Agrccmcnt's provisions for an annual non-fuel revenue increase of $74.125.000 and

trends and concludes that this increase in thc lcvcl ot base rates to be paid by Duke Fnergy

Carolinas South Carolina retail eu»tomer». resulting in an overall rate of return of 8.41 to on S.C.

jurisdiction rate base and an ROE. of 10.7'/o i» just and rca»onablc to all parties in light of thc

substantial evidence in the record.

(h) Subse ueut Rate Increase Re ucsts

IIVI DFNCE FOR FINDING. AND CONCI. IJSION NO. I I

The Settlemcnt provides that Duke Energy Carolinas shall not seek an increase in its non-

fuel base rates and charges prior to June 2011, and that no incrcasc in non-lucl base rates shall be

billed to it» customers until thc Company's first billing cycle in 2012. Thc Commission agrees

that this provision serves to mitigate the effect of thc requested rate increase during thi» difficult

economic time. I'his provision has not been contested by any party to this procccding 1 bc

Commission ltnds and concludes that although the Commission does not possess thc authority to

restrain a public utility 1rom seeking rate reliel authorized under South Carolina law, this

provision of the Settlement A recment i» just and reasonable to all parties and i» in the public

interest.
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(c) Riders and Accountin Ad ust&nents

FVII)FN(.K FOR FINI)INC; ANI) O'ON( LLISION NO. I2

13«turn of l)SM l)alan«»

Ord»r Vo. 'J 1-1022 in Docket No. &1 1-210-I', approved a d»lb&red '&ccounting proc&tss fo&

»n»rgy «lfici«ncy iind demand-sid» alan;1g»m»nt progranls. 1 h» ( onu&&ission linda th;&t th»

provision of' the Scttl»ment Agreement est&iblishing a rider to floss b;&ck thc ov«r-coll»ction of'

funds to L)ukc L'n»rgv' ('arolinas' custon&crs 1'ron& th» DSM balance is rcasonabl» in light ol tl&c

evidence presented in this proc»«ding.

Duke L&nergy C.'arolin;is initi;illy proposed implcm»nting a tcr&ninating rider 1'or

approsinu&toft five )cars to return th«DSM balimc» to customers. ORS recon&n&«nded th»t th»

l&inds b» r»turned over a three-vcar period and returned to thc custo&ncr class»s fron»shorn th«

&nonics sscr» coll»ctcd. (('r 1'ol. s, p. /I(&-() The Settlement provid»s for Dul » I-;ncrgy C."arofinas

to 1&eccl»rate thc over-coll»ction to appn&sin&at»I) thre» years. ('('r. f'ol. 5, p. &'i'&'&rb'2 "&&&'itncss

Turner tcstif&cd that th» acc»i»rat»d return ol' the ov»r-coll»ction &sill mitig;ite th«rate in&pact to

customers hut &sill not ca&isc a sever» idvcrse i&npact on the Con&pang because these an&ounts

have been h»ld hy the C'ompan) on behalf of its custon&ers. Pl'r. f'nl. -/, p -(NJ '1 h» (.'Ommission

concludes that this provision of thc Scttlcmcnt Agree&nent is just;&nd reasonable in light &&1' th»

evidence presented.

FX'II)FNC:F, I'OR FIN()IN(; AN!) CONC. 'LI:SION VO. 13

Nuclear Insurance ('redit

1 he ( o&r&mission finds th» Settl»n&»nt Agre»n&»nt s provision impl»nlcnting '1 dccrcn&cnt

rid»r to ffo&s to th» C.'o&np u&y
's South C;&rolin& custo&J&»ls;1 portion ol'n&oni»s;&»cumulated in th«
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nuclear insurance reserves account is just and reasonable based upon tht evidence of record in

this proceeding&.

()RS 9'itness James. adopting thc testil11ony of (JRS &&itness '&watts, explained that th»

Nuclear I'. Iectric Insurance Limited ("Nf:II,') insurance program accumulates reserves to spread

the possible cost of a nuclear incident over the li&, es of nuclear plants. Since September 15, 2009&

NI;II, 's reser&, cs have a surplus ot' approximately $3.2 billion enabling NEII to pai dividends to

Oui. e I.nerg&x ( arolinas. The (.ompany has been able to offset ih» nuclear insurance premiunts

and accumulate reserves ivith the dividends. 13ecause of th» extended life of the nucleat. plants,

the C'ompani expects Nl:IL to continue payin«dividends. ORS recommended that the C:ompany

return S"6.000.000 I'rotn the nuclear insurance reset, es to South C'arolina retail customers ox cr a

tivo year period throu&gh a rate decrement. ORS also proposed allocating the funds to customer

classes based on thc production pl'tnt al locator. (Tr l'&rl. 5, p. 1164-1162)

C:ompany witness Shrum testified that the Settlement Agreement provides a takeo-year

bencltt by loi~erin«customers' rates. She further t'ecotnmended that. because thc Company's

nuclear oper;tting licenses have been extended and it expects NEIL to continue its dividend

pa&out policy as its ftnancial performance allows, the Coiumission and ORS should pcriodicall&,

reviews the balance in the nuclear insurance reserve account and mal e determinatiotts about the

proper ratcmakin& treatment I'or thi» balance in the future. 1'I'r. I o1 3, p. '(&Y9j.

I he C'ommission finds that this rider appropriately balance~ thc Compafly ) need lot' a

rate increase with mitiS&ation of the impact of th» rate increase on customers during dil'ltcult

econotnic circumstances. 'A(e conclude that this provision of the Settlement Agreemcnt is just

and reasonable in light of the ei idence presented.
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I Vll)F N('I' FC)IZ FINI)IN(" ANI) (.'()N(.'L(;SI()N NO. 14

Storm 1(eserve Fund

'I hc C'&&mmission finds th;it thc Settlelllcilt .'%grec&lieut s pi'ovlsiof1 establishing a Storm

Rcsen&.' I'und &vas reasonabl» based &&n thc «vidcncc in thc proceeding. 'I he charge per I Wh in

base r;ites xvill be designed to produce approxiinately .'lif«000. 000 pcr v'car b;ised on test year

sales &uid the total i» limited to $&0,000,000.

Duke L'nergy &'&&itness Still&i&an tcstilied tliat a pr&& I'ormii adjustmcnt vvas proposed to

normalize the cost of service I'or st&&rm restorati&&n c&&sts sir&c&. thc level of costs incurred during,

th» test yc;ir divas anlo&ng the lowest tile ( oiilp;iily experienced iil the last tcr& yc;irs. (7r 1 ol '&, p

,
:8-)- '6'.)). ()RS X'&&itness .I;&mes recommended

allocating

the ("ompany t&& establish a st&&rm damage

reserve I'und. ()RS belicv&.'s thiit thc fund could signihc;uitly offset th» potentiiil fir&ancial imp;icts

ass&&ciatcd ivith scvcrc st&&rm events. 'I'hc (.'omp'uiy experienced destructive ic&. storms in

De«einbcr 000& and December 200s collectively costing approxim;itcly $1 )0,000,000. ('I'r I'bl.

p &'
& -/0) Duke I .nergv '&4'itness Shrum's testimony supported the Settle«&ent's provision

cst;iblishing the storni reserve I'und. Cl'& I ol .1, p. 6'&)0)

In ()rder No. )6-1S, the C'&&mmission approved SCEN(i's request to create;i storm

dainage reserve 1«nd. »'&'» conclude that this provision ol the 'Settlement Agree«le&it &vhich

provides the same treatinent I'&&r Duke I.n«r y C';irolinas is re;&sonable, md prudent in light of the

evidence submitted.

Feil)FNC. r. F()R FINI)IV(;.~ Nl) CC)VCL( SI()N VO. IS

('oal Inventoi v Rider

'I'h» C'ommission linds that the Settleincnt Agreement's provision creating an interiin
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rider to defray the carrying costs of fuel-stock inventory is rcasonablc based on the evidence in

the proceeding. The rider will automatically expire when coal invcntorics reach a full-burn 40-

day supply on a sustained basis as defined in Section B(4) of the Settlement Agrccment or on

April 30, 2011, whichever occurs first. Thc amount collected will be based on estimated monthly

coal inventory levels and will bc trued-up to reflect actual monthly coal inventory levels.

In her direct testimony, Company witness Shrum included an adjustment to the

Company's working capital to reflect the Company's requirement for a level of coal inventory

equal to the coal needed for a 40-day full load burn. (I'r. Vol. 5, p. 862-863). In hcr

supplemental direct testimony, shc made an adjustment to update the coal inventory to the

balance as of August 2009 which had increased to approximately 60 days. P'r. Vvl. 5, p. 871).

Company witness Shrum explained that the Company purchases most of its coal under

one to thrcc-ycar contracts with staggered terms in order to maintain an adequate supply.

According to Ms. Shrum, spot market prices have historically been much higher than thc contract

prices thc Company has negotiated with its coal suppliers. She testified that in order to obtain

these low contract prices, the coal vendors require fixed amounts of coal deliveries. As a result,

Duke Energy Carolinas must contract for its future anticipated needs. Ms. Shrum explained that

anticipated coal generation has not developed because of the economic downturn, causing coal

inventories to materially increase. She further testified that although the Company has bccn

taking steps to mitigate the increasing coal inventories when it can economically renegotiate coal

contracts to reduce or defer deliveries, where such opportunities are not available it has

detcrmincd that the more cost-effective approach is to incur the additional cost of carrying a

higher inventory. (l'r. Vol. 5, p. 871-872).

ORS witness James testified that ORS supported the Company's proposal to adjust
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in& entory level» to meet its 40-day t;Lrget& but did not support the fuel stock adjustment proposed

in witrless St&run&&s supplemental direct testimonv. ORS recommended the C.'ompltny be allowed

to recover carr) ing costs of approximately $3,035,000 associated with its coal tor«cast tor

Februari 2010 through April 201 I ol' appre&xirnately 1,364,000 tons ot excess coal inventory'

above the targ&et 1«vcl. OI&S proposed that these costs be recol ered through a rider to expire at

the end of April 201 I or sooner if inventories return to the 40-day target level. (7'&' I'u( 5. p

I I 4 7- J J 4 2&7

I'he Cur@mission tind» that this increlnent rider is fair to both customers and the

C'.Ompany. in that it L&ives the ('on&pany some tin;lncial tlexibitity to lnanage its coal in' entory in

excess of targ&et levels due to the downturn in the ccononly, vvhile protecting& customers t'rom

having to pay lor increased c&&al supply at'ter Icvcls return to normal. We conclude that the coal

inl entory rider is just and reasonable.

F&& IDFNCE FOR FINDING AND C'ONCI. I!'SION NO. I 6

Pension C'osts Rider

I h&.' C onlnllsslon concl&ILles Ill&It Ihe, &L'ttten&ent A}'I«cnl«nt s pfol l)lon I'elnol ulg thL

adj ustlnent I'or»p«ratin» «xp«ns«s of$3, s74, 000 in pension c&&sts &lnd th» «stablishment ot a rider

to collect the dit terenc«bctlvccn ttle pension expens&L Iunoullt collected in base rat«s and the

act u;11 expense;Im&&unt is just and reasonable b;Ised upon the e& idence. I lie rider will h«adjusted

;uln&laltv and Is subtect to '1 u LIL'-Llp, Duke I:nergy ( Ilrol lulls nlLIst pn&vide' &I &lullft«I'ly tracking

report to OI&S reg&arding I'ension Fund oblig&ation and th» Inarket value ol' the &lsscts availabl« to

rn««t th;lt obligation. 'I he I'ension C'ost Rider shall b«cl alu;lt«d during& LJuhe I'. nerL&v C'arotinas'

nL'xt LL'n«I"11 I"lt«c'ls«, but. re&'lf&lless ot vl hen f)ukc pncrgi C''lrolinas next tiles t'or an
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adjustment in its rates and charges. the Pension Cost Rider vvill expire no later than three (3)

vears from the date of the this Order.

Company witness Shrum testified that operating expenses svere increased to reflect

increased pension expense required under Statement of Financial Accounting Standards

("SFAS") No. 87, "Employers' Accounting for Pensions, " as amended by SFAS No. 158.

-Employers' Accounting for Defined Benefit Pension and Other Postretirement Plans. " The

increased pension expense is a direct result of an unusually large reduction in the fair value of

pension assets, vvhich vvas directly attributable to the recent downturn in the United States

economy. The accounting standards require that pension income or expense be determined. in

part. based upon a measurement of the fair market value of the Pension Plan's assets at the end

of the previous fiscal year (December 31). To assist in meeting the benefit obligations of the

Pension Plan, the funds vvithin the Pension Plan are invested in various investment vehicles. As

a direct result of this downturn in the U.S. economy. the Pension Plan experienced a significant

decline in the fair value of its assets. The lovver asset value of the Pension Plan assets and the

lovver expected rates of return resulted in the increase in pension expense the Company proposed

be reflected in the pension costs adjustment. (Tr. 1-'ol. 3. p. 8.:3-8.:4).

ORS ivitness Scott recommended using an increment rider of $3,574,000 instead of

including the increase in cost of service. (Tr. 1'ol. &, p. l088). Duke Fnergy vvitnesses Shrum and

Turner testified in support of the proposed increment rider. The nevv Pension Costs Rider will

allovv recovery for the actual amount of pension expense on an annual basis. (Tr. 1''ol. 4, p. 402-

-(03 & Tr. 1:ol 5, p. 889).
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The Commission agrees and concludes that this rider appropriately balances the

Company's need for a rate increase with mitigation of the impact on customers during the

difficult economic circumstances.

FVIDFNCF. FOR FINDING". AND CONCI. LiSION NO. 17

Capacity Purchase

The Commission concludes that thc Settlement's provision removing the South Carolina

jurisdictional costs associated with the capacity purchase from Columbia Fncrgy, LLC from base

rates and amortizing them over a two-year period is reasonable and in the public interest.

Ol&S's examination of the Company's operating expenses revealed a 520 MW capacity-

purchase from Columbia I'.nergy, I.I C during the test year. 1he Company entered into a one-

year capacity purchase contract to mitigate the effect of thc drought during the test year. ORS

concurred vvith Duke fincrgy Carolina's decision to ensure reliability by securing capacity to

mitigate drought impacts, but did not believe it should be incorporated into the test year as an

ongoing expense. ORS recommended that the cost be amortized over a two-ycar period. (Tr. Vol.

5, p l l6!).1'he recommendation was incorporated into the Settlement Agreement.

The Conmtission agrees with ORS that the decision to purchase capacity was prudent at

the time rgiven the severe drought conditions experienced in the Company's service area during

2008. We also agree that this extraordinary cxpcnsc should not be incorporated as an ongoing

expense. Therefore, we conclude that this adjustment and proposed amortization provision is

just, reasonable, and in the public interest.
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EVIDENCE FOR FINDINC AND CONCLUSION NO. 18

CiridSouth Adjustment

The Commission concludes that the GridSouth invcstmcnt was prudently incurred,

prudently abandoned, and that Duke Fnergy Carolinas can recover its investmcnt over a five-

year period excluding any return or carrying cost on thc investment based on the cvidencc in this

procccding and thc Commission's prior rulings related to GridSouth.

'I'hc Company proposed an adjustment to amortize the deferred cost associated with its

investments in the GridSouth Project (thc "Project"). Duke Energy Carolinas witness Stillman

explained that the Company incurred costs to comply with directives issued by FERC that

required utilities regulated by FFRC to file a plan to join or form a Regional Iransmission

Organization ("Rl'0"). Duke Fnergy Carolinas, Progress Energy Carolinas, Inc. and SCE&G

planned to establish GridSouth as an RTO responsible for the functional control of the

companies' combined transmission systems. Shifts in FERC policy toward RTOs and matters of

state and federal jurisdiction caused the three utilitics to suspend the implementation of thc

Project. FFRC allov ed the deferral of the Project's costs in its accounting order to the Coinpany

issued on January 25, 2001 in FERC Docket No. I'.L01-13-000. (Tr. Vol. 5, p. 789).

ORS witness Scott tcstificd that GridSouth expenses were verified to the Company's

books and records. ORS recommended disallowing all carrying charges associated with the

investment and allowing charges of $9,436,497 allocated over five years. (1'r. Vol. 5, p. 1090).

ORS witness James, adopting ORS witness Watts' testimony, also testified about the

Commission's previous rulings on thc Project and thc issue of cost recovery for SCEBcG. (Tr.

Vol. 5, p 1165-1166). In Order No. 2005-2, the Commission found thc GridSouth investment

was prudently incurred, prudently abandoned, and allowed a five-year amortization recovery
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period excluding any return or carrying cost on the invcstmcnt. Wc agree with ORS that Duk»

Lnergy ('arofin;rs' invcshucnt should receive the sar»c trciitm«»t.

I'llc ('ompany incurred these costs specifically in response to regulatory ord&. rs and

directives. I(cgufi&tcd utilitics must respond to and remain in compliance with the directives &)I

their regulators, including the FF)1(('.. Therefore, wc conclude that the Settlcmcnt Agrccn&c»t's

provision allowing Duke I.ncrgy Carol inas to rccovcr its South ('arolina retail cost of $9,436,497

over five years with t) f,fff(7,299 t&) be included in test year cxpcnscs as rc;&sonable, in thc public

interest, and in I coping with its trcalment &&I the (iridSouth inv&. stmcnts by S('L'rv (i.

(d) Rate Increase Allocation &I; l)esign

F&r'II)I.N(:I. FOR FIVI)IN(.'S ANI) (:ON('L(fSIONS NO. I9 4 20

The (.'On&n&ission concludes that the Scttlcmcnt Agrccmcnt's provision allowing an

increase in annual revenues of $74, 1 6.0(10 subject t&) th» riders outlined above is in the public

n&tcl'cst, pl&&&feat i&nil rciisor&i&blc ln hght of '111 the evidence presented. & r c illso conclude tf&at thc

pr&)posed rate incrcascs and the respective riites of r«turn by customer class, is sct forth in

Scltlcn&cnt Agree&I&cnt Att'lchrncnt 13 r&'f)l'csea& an iippr&)prtatc rcductlor& to lntcrclilss rate

subsidies and arc just;u&&l reasonable.

Once a utility's rcvcnuc requirement hiis been determined, a rate structure must be

developed that yields thc required return. 1 he biisic objective of a riitc structure is to cnabl«a

conipany lo generiitc its revenue requirement without unduly burdening onc class of'customer to

thc her&efit of ill&otl&cl. Vn)pc&' I"1tc &fcslgn rc'iults In fates whcl'e each ci&stun&or ilncl ci&ch

customer class pay as close as practic'iblc thc cost of providing service to ther&&.

( on&p;lny 1VitnCSS I iirr&er teStiticd that thcScttlcn&ent Agrccnlent reflects; ! constructive
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approach to providing necessary rate relief that will allow the Coinpany to maintain its financial

strength and credit quality and continue to provide high quality electric utility service to its

customers, while at the same time mitigating thc impact of the rate increase on customers. The

Settlement Agreement allows for an average net rate increase to customers, including the effects

of all riders, of 3.1% effective February 1, 2010. (I'r. Vol. 4, p 284).

Company witnesses Bailey and Stillman discussed the Company's processes for

developing its rate proposals. Duke Energy Carolinas witness Stillman prepared the cost of

service studies that Mr. Bailey used as a major component for thc rate design. (Tr. Vol. 5, p

9,'0). 1 he purpose of a cost of services study is to allocate the Company's revenues, expenses,

and rate base among the regulatory jurisdictions and customer groups based on their service

requirements. Once all costs and revenues arc assigned, the study identifies the return on

investment the Company earned during the test year. These returns then can be used as a guide in

designing rates to provide the Company an opportunity to recover its costs and earn its allowed

rate of return. (Tr. Vol. 5, p 774-775).

Company witnesses Carter and Bailey addressed the disparity in the rates of return

among customer classes. Mr. Carter testified that a touchstone of raternaking is the concept that

each customer and customer class should pay as close as is reasonably practicable the costs

incurred by the utility to meet their respective energy needs. (7'r. Vol. 4, p 577). The 2008 test

year overall rate of return for South Carolina v as 6.47%. The industrial, general service and

time-of-use customers' rates of return were 16.1%, 22.4% aild 9% higher than the overall rate of

return v hile the residential customers were 16.3% lower than the overall rate of return indicating

that residential customers have been subsidized by the other classes. (Tr. Vol. 4, p 577-578).

Company witness Bailey testified that the Company's class cost of service study illustrates that a
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significant disparity exists across the customer classes. The subsidy extends bevond the range of

reasonableness generally defined as class rates of return within 10% of the total Company rate of

return. (Tr. 1'ol. 5, p. 986, I008-I009 X IIearing I vhibit 20). The Commission accepted the 10%

range in the Company's last general rate case in Order No. 91-1022.

Company ivitness Carter testified that residential customers have been subsidized by the

other classes for a significant period of time. He testified that the disparity was not only unfair,

but it also puts industrial and commercial customers at a competitive disadvantage.

Company vvitness Bailey described hovv the rate increase is allocated to the customer

classes pursuant to the terms of the Settlement Agreement. The existing rates of return among the

classes, the impact of the recession on the Company's industrial sales and the desire to reduce

the interclass subsidies over time vvere considered in the Settlement Agreement, He testified that

the Settlement provided that more progress vvould be inade in reducing the subsidy level

provided to residential service and provided some relief to the Company's industrial customers

relative to the overall increase. The Settling Parties assigned revenue responsibility to the classes

that v, ill bring most major customer groups vvithin the band of reasonableness defined as class

rates of return within 10% of the total Company rate of return. (Ti. Vot. 5, p. I008-I009).

Settlement Agreement Attachment B (Hearing Exhibit 1) contains the proposed rate increases by

customer class and the resulting rates of return.

The reduced size of the proposed increase allo~vs greater progress to be made in reducing

the subsidy provided to the residential class and provides industrial customers significant relief

during difficult economic conditions. The amount of subsidy to the residential class is reduced

bv approximatelv 64% (Ii. Vo(. a, p. 1009-IOIO).

SCEUC i«itnesses Cochrane and O'Donell also provided testimony in support of the
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proposed rate design. Mr. Cochrane testified that manufactiirers recognize the need to move at a

deliberate pace to eliminate the subsidy to avoid the possibility of rate shock to residential

customers. He indicated that South Carolina manufacturers need fair electric rates based on

equitable rate designs in order to compete with plants in other states and all over the globe. Price

increases experienced today could very well lead to more plant closings and layoffs. He testified

that thc Scttlcmcnt Agrccmcnt's rate design promotes the interests of job retention and economic

development. (Tr. 1'ot. 5, p. 922-923).

SCEUC v:itness O'Donnell noted that v, hen industrial load falls. other rate classes must

pick up a higher proportion of the utility's fixed and certain variable costs. As a result, the

closing of an industrial facility vvill not only result in the loss of jobs. but vvill also result. in the

long term, in higher residential and commercial electric rates. He recognized that the rates in the

Settlement Agreement arc designed to take a meaningful step towards elimination of the subsidy

Dul'e Energy Carolinas' industrial customers have paid on behalf of the Company's residential

customers. He pointed out that under the Settlement Agreement industrial customers rates are

being held flat prior to the implementation of the various riders that are a part of the settlement.

'1'he largest of these riders is the DSM decrcmcnt rider. under which the sixtv percent of the

DSM balance paid by the industrial class will be returned to the industrial class. 'I'hus. the

dccrcasc in industrial rates is attributable to the refund to industrial customers of the DSM

balance and other decrements. (7'r. 1'ol. 3, p. 1069-10,'1).

Under South Carolina law, the Commission is vested with the authority to fix just and

reasonable utility rates. S.C. Code Ann. s~ti 58-3-140. 58-27-810 (1976 & Supp. 2008). Under

this statute, the Commission has traditionally adhered to the follovving principles:

(a) the revenue-requirement or financial-need objective. which takes the form of a



DOCKI-: I' NO. 2009-226-I. , ORDI=R NO.
Jarr&rar y, 20 I 0
I'age ) I »f62

fair-return standard with re)peel to private utility companies; (b) lhe fair-cost-
apportionrnent objectiv», vvhich invokes th» principle that the burden ol'meeting
total rcveriue requirements must be distributed fairly among the beneficiaries of
the service: rind (c) the &iptimum-us» or custoiner-rationing objective. under which
the rates are designed to discourage the wasteful use of public utility services
while promoting. all use that is ec&rnomicall» justified in viexv of the relationships
betv een cost incurred and benefits r»ccivcd.

lhonbright, I'rin&'i7rf&'» &lf I'rrh!i& ( rifi(i Lure» 2r)2 (1961), 'these criteria have been used hy the

Commissiori in previous cases and are again utilized here. (&ee, e Jr, Order Vo. 200)-2 at 1())

and 2003-38 at 76).

f(etaif rates should produce rates of return among classes that bear a reasonable

relationship to thc ('ornpariy') overall rale of' return and )h&iuld includ» movement toward equal

rates of return amon« cltisses. The Commission i» mindful of th» implications of a rate increase

on anv class of customers and also of the financial requirements of th» utilities it r»gulates.

'&Ve approve the Settlement .agreement's rate design provisions because it move) toward

otrr got&i of f1&rvi11g tet'111 riltcs 'rlrlong tire clas)»s 1iear a reas&rirable relationship to the ('ompany's

&iverall rate of return. &Ve conclud» that these hnding» are in the public interest, reasonable and

prudent, and supported by' substantial evidence contained in lhe record.

f)%'If)f«NCV. l Ol( 1 INf)IV(;S AND ('ONC(. IISIOVS VO. 21

The ( &rrllrni)siorl curl«1&&de) thrit th» Settlernerrt Kgreernerrt s prox isi&ins for cert&litt

ch;utg») in 1)ul, e k.nerg& Carolinas' rate design and s«rv ice regulations are just and reason;ibl»

b'is»d on the t»)limony and evidence in tlii) pr&rceedin 0

Th» Settlement:Xgreement adopted the pr&ipos«d r;ite de)ign moditrcation) of' Compan)

witness Bailey with the es«»ption ot th» following items li)ted below. These agreed-upon

modifications to his proposal include the following:
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C.

d.

Rate MP will be closed and the availability will be modified to permit ne«v plants
or locations for customers already served under this rate to be eligible for service.
No changes will be made to distribution charges of Rate HP-X (Renamed Rate
HP).
The Third Block of Rate I «vill not be modified at this time.
The incremental demand charge of Rate HP-X (renamed Rate HP in this case)
«vill not be increased.

(I'r. Vol. 5, p. 1010).

The Company originally proposed closing Schedule MP, Multiple Premises Service, to

new customers. Company witness Bailey testified that the rate was originally approved as a pilot

program and was intended to provide a means to learn about aggregation in anticipation of retail

competition. (I'r. Vol. 5, p. 9r8j. SCI'UC did not agree that it should be closed and asserted that

the MP rate allowed some of South Carolina's largest industrial employers to save funds by

actively managing loads. (Tr. Vol. 5, p. 1054-1055). As part of the Settlement Agreement, the

Settling Parties agreed that customers being served under Schedule MP will be eligible for

service for their new plants or locations under this rate.

Company witness Bailey testified about several changes originally proposed to Rate HP-

X. I'irst. the Company proposed modifying the distribution charge to more appropriately reflect

the cost to serve incremental load since the cost of service study indicated that the rate was

subsidized. The Company also proposed adjusting the Incremental Demand Charge and changing

the name to HP to eliminate the connotation that it was still an experimental rate. (Tr. I'ol. 5, p

9 8). SCBUC objected to the proposed changes in the rates as contrary to efforts to promote

demand-side management and energy efficiency. (Tr Vol. 5, p. 1056). As part of the Settlement

Agreement. no changes will be made to the distribution charges or the incremental demand

charge on Rate HP-X.

Company witness Bailey described the proposed change in rate to the Third Block of
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Rate I. Ile testified that the pricing for this block is the least expensive lor th«rate and out of

character with the overall design. Thc Third 13lock gcncrally applies to larger customers whose

demand exceeds 7 OkW. (Tr. I'ol. 5, p. )::,:). SCEIJC objected to the proposed change in the

rate. SCI'.DiC Witness 0 I)onneII testifie that by denying this rate to industrial customers, the

Company would bc putting a lurther hardship on industrial customers at a time shen they are

struggling to keep their doors open. (I'r. l-'ril. 5, p. 10i3). The Settlement Agreement states no

changes will be made to the Third l31ock of Rate I. vvhich applies to larger customers.

Ihe Commission finds and concludes that the rate design and scrviec regulations

proposed by thc Company in its Application and in its testimony and exhibits filed in this

proceeding. as modified by the changes agreed upon in the Settlement Agrccment. are just and

reasonable to all parties in light of all the cvidcncc presented.

(e) Modified Save-a-watt Pro osal

EVIDENCE I'OR FINDINGS AND CONCLUSIONS NO. 22 throu h 25

The Commission concludes that approval of the modified save-a-watt proposal is in the

public interest, and that the revisions agreed to by the Settling Parties are reasonable and prudent

based upon the substantial evidence in thc record. The evidence in support of this finding is

based upon thc testimony and exhibits of Duke Energy Carolinas witnesses Smith, Stevie, and

McMancus, the Environmental Intervenors witness Wilson and ORS vvitness Cooney.

Company witness Smith described the proposed modified save-a-watt compensation

mechanism and discussed the stakeholder engagement process to develop ncw program ideas and

to review measurement and verification results. Duke Fnergy Carolinas sccks approval of an

energy efficiency and demand-side management Rider to compensate the Company for
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delivering verified energy and capacity savings. The Company would not be compensated under

the Rider for expenses associated with save-a-watt programs that do not generate verified

savings. Duke Energy Carolinas would be compensated on a percentage of avoided costs. Ihe

Company will pay for marketing, administration, program incentives, and measurement and

verification costs from this revenue stream. (Tr. Vol. 6, p. 1189-1191). Company witness Smith

also described how the modified save-a-watt plan provides greater benefits to consumers than the

original plan by offering more energy savings, greater transparency, lower percentage of avoided

cost, tiered earnings caps based on performance targets. and greater stakeholder involvement.

(Tr. Vol. 6, p. 1193).

The Environmental Intervenors support the modified save-a-watt approach and

recommend that the Commission approve it. Environmental Intervenors witness Vv'ilson believes

that the modified save-a-watt proposal fairly balances the interests of the Company and its

customers while promoting aggressive reductions in demand and energy use. (Tr. Vol. 6, p.

1315). The modified save-a-watt approach will nearly double the short-term energy savings

potential of the programs and limits the Company's earnings to protect customers' interest in fair

rates. The modified proposal accoinplishes this through enhanced savings targets. an earnings

cap, lost revenue recovery for a limited period, and a 'tiered" performance incentive structure.

Taken together. these modifications to the original plan provide the Company with a strong

incentive to achieve energy savings. while ensuring that customers benefit financially by taking

advantage of low-cost energy efficiency resources rather than paying for higher cost power

plants. (Tr. Vol. 6, p. 1312).

ORS witness Cooney recommended to ORS and the Commission that the Company fund

the selection and hiring of an independent consultant to provide detailed oversight of EM&V
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s«rviccs, avoided cost savings calculations, and other aspects of th» save-a-watt program

implementation. (1'r Vol. G. p. 1351). Ihe Settling Parties agreed that ORS vvould hire an

independent third party consultant to provide indcpcndent ov»rsight of the save-a-watt

mechanism. I he independent consultant s oversight will include, but not be limited to, EMPT'

and avoided cost savings calculations. The Settling I'artics also agreed that the E%1&tlcV activity

should include verification of calculations through the determination of final avoided costs,

rather than just verilication of achi«vcd cn»rgy and capacity savings. Additionally, Duk« I=.ncrgy

Carolinas has agreed to provide the actual hourly avoided costs calculated from DSMore'0: in a

manner that can be rcvi«vvcd and vcrilicd by an independent third party in advance ol

implementation of the Rider LE compensation mechanism. (Tr. Vol. 6, p. 1300-1301).%e agree

with Company vvitncss Mc%1aneus vvho testified that this modilication is in the public interest

because it provides a benelit of greater transparency of the save-a-vvatt proposal (Tr Vol. 5, p.

The Settlement Agreement also affected the Existing DSM programs by stating that all

costs associated with Existing DSM Progrtuns will be excluded front thc Company s save-a-watt

program targets and cost recovery. '
WVitness Iv1cManeus discussed Duke I..ncrgy Carolinas'

recovery of the costs of I:xisting DSM Pro& rams. which will be based on traditional program

cost recovery and will be recovered from all native load custom«rs. (Tr. I''ol. 5, p. 843)

McManeus also testified that the removal of recovery of Existing DSM I'rognnn costs Irom the

save-a-watt recovery model and recovery ol such costs based on program costs provides

' Riders IS and SG have been replaced in South Carolina by the Company's PowerShare program pursuant to the
Commission's Order in Docket No. 2009-166-E earlier this year, and existing programs will be cancelled on May
31, 2010. Because the South Carolina Riders IS and SG do not close until mid-2010. the capacity savings associated
with those programs from June 1, 2009 through Mav 31. 2010 are not part of the save-a-watt compensation
mechanism. (Tr. 1'ol. 6, lt 1219-1220).
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alignment between the compensation to the Company for s«ch programs betvve»n South Carolina

and North Carolina vvhich is in the public interest. (Tr. Vol. 3, p A'44).

The Settlement Agreement also resulted in the avoided energ&y and capacity costs being&

fixed until the I.M&v V true-ups occur. II combined avoided en»rg&y and capacity costs increase or

decrease by more than "5%.the programs vvill be re-analyzed to determine whether th» portfolio

of prog&rams should be modilied. The Settlement proposes that if avoided cost rates chang&e by

more than 25% any ol' the Settling I'arties may request Commission approval of a revision to the

fixed percentag&es ol' avoided cost pavment levels recurrently s»t at 7S% for DSXI prog&rains and

55% for energy efficiency prog&ramsl, the avoided costs per M'&Vh and M'&V-year& and avoided

cost savings target dollars. (Tr. Iz&rl. 5, p &v42)

Company vvitness Mciv1aneus also explained the S»ttlemcnt's modilication ol' nilke

Energ&y Carolinas' original proposed EM@V true-up in year b. (7'r. I'ol. 5, p, &v0)) ORS witness

Cooiiey recomniended a mid-term EM&v&. V true-up process that would be reflected in vintag&e year

& Rider F', E collections. (7r. I 'ol 6, p. )355). Duke Lnerg&y Carolinas vvitness IvI»lv1aneus testitied

that the Settlement provides for the Company to conduct a niid-term I:IvMV true-up in addition

to the I IvKV true-up in year 6. 'I h» mid-term E.'vIE V tru»-up would be included in its Rider EE

I'or Vintag&e Year 3. Thismid-term true-up v&, ill incorporate the most recent available EMkV

results to update asstlliiptiolis iiiid to revise planned spending&, saving&s, projected revenue and

projected k9" and k&Vh impacts. The mid-term I M8.V results will be used in the determination

of future Rider I;I; amounts for billing& remaining save-a-watt vintag»s. The final l. lv1~0V true-up

in year 6 vvill incorporate all E.'vI&v V studies on net-to-gross results &ilid measure-level savings

completed since the rnid-term I', Iv1kV true-up. ('Tr Vol. 5, p. 841J. 'A'e agree vvith ORS xvitness
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C'ooncv that the mid-term Flvf8cV true-up will help in minimizing oier or under collection of

rev enues «hich is in thc public interest. (Tr. I'&)l. 6, 1) 13557.

Tlie next n)odification of' the save-a-vvatt proposal related to thc opt-out provision for

industrial customers. witness Smith testified about the original proposed opt-out provision.

I.arg&e comniercial and industrial customers vvhosc maxii1111111 ai)niial peak lo'id demands exceed

3500 k%' per individual a»count could opt-out. The opt-out for dcmand-side niaii'igcincilt

progranis would bc a one-time election hv qualifv ing& customers. C'ustomcrs v ould bc allo«cd to

opt in and out of' th» cncrg», efficiency prog&ran)s each v ear cluring an annual ()0 day enrollment

period. ('Ti. . I'01 6, 1&. 1'0-(). SC:FUC' «itness t)'l)onncll proposed th;it thc opt-out thresh&)ld of

3500 kV& b» cliininated and that the certification rcrfuircmcnt for exemption bc nlodificd.

t)'Donncll asserted that many industrial customers have aire, idy completed their o«n energy

efficiency and demand-side nianagcment progrinis and that South C'arolina manulheturcrs are

dis.idvantaged by the proposed opt out criteria. (Ti'. I''01 6, Tx 136(Jj. I he Settlement .:agreement

allo«s all industrial customers to opt out of thc demand-sidc manag&»ment and'or the energ&i

ef'ficiency coniponents of Rider EE. All other provisions of' th» C.'ompany's origin)I propos;il

relating to the Rider I.F. opt-out rem;iin unchanged. (Tr. I'01. 6. 1&. 17'(17.Th» Settlement also

provides that th» forecasted retail sales and the anticip;itcd participant rate in dern ind-side

maiiag&en)ent and energ&y efficiency progranis «ill be adjusted to the extent that industrial

customers opt out of the encrgv cfficicncv plan.

Conlpany «'itncss McManeus explained tile lnlpac ls of the ag&reed-upoil inocllflc;ltloils lo

lllc illodlf led s'ive-'1-«' in tai" ets aiid cost recovery pl'oposal resulting ftx)ill the Scttfen)cnt. I Iic

Settlement Agreement provides that rcviscd Rider LI
'

rtitcs for Vintrig» I 'irc as f'ollovv:
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Residential
Von-residential —Energy Efficiency
Von-residential —Demand Side Management

0.1736 C, 'kV'h

0.0195 C, 'kWh

0.0360 C/ktVh

(Tn I ll. 5, lr. h'42-c(44). The revised Rider EE, rates for Vintage 1 are designed to recover the

revenue requirement and reflect a net decrease in customer rates as a result of the settlement

changes compared to the originally proposed rider. (Tr. Izol 5, p. J(44).

Duke Energy Carolinas' modified save-a-ivatt plan encourages the aggressive pursuit of

energy efticiency consistent vvith the South Carolina Energy Conservation li'. Efficiency Act of

1992 (thc "Act"). S.C. Code Ann. Ssss58-37-10, er al. (Supp. 2009). 'I'he Act authorizes the

Commission to adopt procedures to encourage electrical utilities to invest in cost-effective

energy efficient technologies and energy conservation programs. 1hese procedures must provide

incentives and cost recovery lor energy suppliers vvho invest in energy supply and end-use

technologies that are cost effective. envirorunentally acceptable, and reduce energy consumption

or demand. These procedures must allovv energy suppliers to recover costs and to obtain a

reasonable rate of return on their investment in qualitied demand-side management programs

that are at least as financially attractive as construction of nevv facilities. S.C. Code Ann. 5 58-

37-20. '

S.C. Code Ann Section Sg-37-20 (Supp. 2009j provides that:
The South Carolina Public Service Commission mi» adopt procedures that encourage electrical
utilitie~ and public utilities providing gas services subject to the Jurisdiction of the commission to
invest in cost-effective energy efticient technologies and energv conservation programs. If
adopted, these procedures must: provide incentives and cost recoveD for energy suppliers and
distributors vvho invest in energr suppls and end-use technologies that are cost-effective.
emironmentaIII acceptable. and reduce energy consumption or demand, allovs energy suppliers
and disiributors to recover costs and obtain a reasonable rate of return on their investment in

qualitied demand-side management progams sufficient to mal. e these programs at le;ist as
linancially attractive as construction of ness generating facilities; require the Public Service
Commission to establish rates and charges that ensure that the net income of an electrical or gas
utilitv regulated by the commission after implementation ot' specific cost-efl'ective energv
coiiserv ation measures is at least as high as the net income svould have been if the elierg)
conservation measures had not been implemented I-'or purposes of this section only, the term
"demand-side aciivitv" means a program conducted by an electrical utility or public utility
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Tlie Act gives the ('orntnission broad authority to allovv energy suppliers to recover costs

and obtain a rcasoiiablc rate of' return &in tlicir investment. To compensate and encourage the

Coinpany to conscrv c capacity througli energy ef'ficicncy, vse find that theS«ttlement

Agreement's request for approval of Rider LL as part of thc modified save-a-vvatt plan is

prudent, reasonable. and in thc public interest. The modified save-a-v, att plan provides an

appropriitte incentiv«because it affosvs the Company an earnings opportunity similar to

invcstmcnt in generation, v'et offers a discount to customers compared to supply side investment.

l-urthcrmore, the ('ompany's modified save-a-ivatt plan has satisf'actorily addressed each ot' the

issues raised in the Commission's Order iVo. 2009-109, Docket No. 2007-33K-I:. '1 licrefore, vvc

approve the ('ompany's request for approvitl of the modified sax c-a-vvatt approach and conclude

that tlie provision of the Settlcm«nt Agreement related to tlie modified saic-a-ivatt plan is

consistent ivith the faxv and public policv of South Carolina and in the public interest.

COV( I, IJSION AND ORI)I;R

After lictil illg thc tcstllllolly of tile vvlttiesscs ancl based oil the ( oItiniissio[1 s review of

the Application, the Scttlcmcnt, and tlic tcstiniony and exhibits subinittcd during tlic hearing&, thc

C&iinmission adopts as just;ind rcasotiablc and in tlie public interest all terms and provisi&ins of

the Scttleitlctit. Ils ii coIllprclicilslvc cofilproinise resolution &if all issues. ibis includes". (1) the

accounting and pro forma adjustincnts iippcndcd to thc Scttlctneiit Agrceinent as Att;ichtncnt A;

(2) base rates generating a revenue increase of $74, 125,000; (3) rtites in this proceeding

pros idiiig gas services lor the reduction or more efficient use of energy requirements of the utility
or its customers including, hut not liinited to, utility transmission and distnhution systeiii
efficiency. customer conservation and cfficiencv. load manageinent, cogeneration rnid reneivahle
energy technologies.
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established on a 10.7"!o ROE: (4) in recognition o1 the C&impany'» base load plans and its current

cost of equity. allowing the Company an ROl; of 11".o,' (5) th» Company s

services

are adequate

and are being provided in accordance with the requirements sei oui in th» Commission s rules

and r»gulations pertaining to the provision of electric service; and (6) the Company s modified

save-a-watt proposal incorporating the provisions set forth in th«Scttlcmcnt Agreement. The

Comriiission also specifically adopts as just and reasonable the proposed rate increases set forth

ln Scitlelllcllt Agi'«»Ill«lit.

IT IS THEREFORE ORDERED THAT:

1. The Settlement Agreement entered into by the Settling Parties to this docket is

adopted and approved as just and reasonable in its entirety.

2. That Duke Energy Carolinas shall be allowed to increase its rates and charges

effective for servic rendered as of February 1, 2010 so as to produce an increase in annual

revenues from base rates for its South Carolina retail operations of $74,125,000 based upon the

adjusted test year level of opeiations, as set forth in this Order;

3. The calculation of the base rates required to generate a $74,125,000 revenue

increase shall be established based on a 10 7'/o ROE;

4. The ROE of eleven percent (11'/o) agreed upon in the Settlement is adopted as just

and reasonable and in the public interest;

5. That the rate design and service regulations proposed by the Company in its

Application and in its testimony and exhibits filed in this proceeding, as modified by the changes

agreed upon in the Settlement Agreement, are approved;
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6. The accounting adjustments in the Settlement Agreement are adopted as just and

reasonable and in the public interest;

7. That Duke Energy Carolinas shall not seek an increase in its non-fuel base rates

and charges prior to June 2011, or use a test year earlier than 2010, and that in any case no

increase in non-fuel base rates shall or may be billed to its customers until the Company's first

billing cycle in 2012.

8. The parties shall abide by all terms of the Settlement Agreement;

9, That the Company shall implement a decrement rider to return the over-collection

of funds to customers from the DSM balance apportioned in accordance with the class of

customers supplying revenues to the Company during the period of the DSM program over a

three-year period or until the DSM balance is exhausted, '

10. That the Company shall implement a decrement rider to return to its South

Carolina customers $13,000,000 per year for a period of two years constituting a portion of the

monies previously credited to the Company's nuclear insurance reserves account;

11. That the Company shall include a charge per kWh in base rates to establish a

Storm Reserve Fund. The charge will be designed to produce approximately $5.000,000 per year

based on test year sales and the amount in the Storm Reserve Fund shall not exceed a total of

$50,000,000.

12. That the Company shall implement an interim rider to defray the carrying costs of

coal inventory over target. The rider will automatically expire vvhen coal inventories reach a full-

burn 40-day supply on a sustained basis or on April 30, 2011, whichever occurs first. The

amount collected is to be based on estimated monthly coal inventory levels and shall be trued-up

to reflect actual monthly coal inventory levels.
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13. That the Company shall implement an increment rider to collect the difference

between the pension expense amount collected in base rates and the actual expense amount. The

rider is adjusted annually and subject to a true-up. 1 he Pension Cost Rider will bc evaluated

during Duke Energy Carolinas' next general rate case and regardless of when Duke Energy

Carolinas next files for an adjustment in its rates and charges, the Pension Cost Rider will expire

no later than three years from the date of this Order.

14. That Duke Energy Carolinas' modified save-a-watt plan and Rider EE proposed

by the Company in its Application and in its testimony and exhibits filed in this proceeding, as

modified by the changes agreed upon in the Settlement Agreement, is hereby approved;

15. This Order shall remain in full force and effect until further Order of the

Commission.

13Y ORDI:R OI' 1 HE COtv11vtISSIOb, :

Elixabcth B. I:lumin ~. Chairinan

ATTEST:

.lollil 1 Howiiixl, l'ice Ch. iilillail
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Robinson. McFadden & iMoore, P.C.

Post Office Box 944
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